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BUPERS | NSTRUCTI ON 7510. 1A

From Chief of Naval Personnel

Subj: LOCAL FI SCAL OVERSI GHT AND REVI EWs OF NONAPPROPRI ATED
FUND | NSTRUMENTALI TI ES ( NAFI S)

Ref : (a) OPNAVI NST 1700. 7D

(b) SECNAVI NST 5200. 35D

(c) OPNAVI NST 5000. 52A

(d) SECNAVI NST 7510. 7E

(e) DOD 5500.77R of 30 Aug 93

(f) NAVCOWPT Meno of 13 Jan 94 Subj: Departnent of the
Navy Policy on Nonappropriated Fund Fiduciary
Responsi bility (NOTAL)

Encl: (1) Local Fiscal Oversight and Revi ews of MAR Fund
NAFI s Gui dance Manua
(2) Common MAR Fi ndi ngs
(3) Standards of Conduct and Governnment Ethics Sanple
Conpl i ance St at enent

1. Purpose. To provide naval installations with a revised
program for fiscal oversight and review of Navy Mirale, Wlfare
and Recreation (MAR) fund NAFIs for which Navy Personnel Comand
(NAVPERSCOV) (PERS-65) is program manager. This instruction is
a conplete revision and should be reviewed in its entirety.

2. Cancel | ati on. BUPERSI NST 7510. 1.

3. Policy. Fiscal oversight and reviews of NAFIs by | ocal
activities shall be conducted foll ow ng gui dance provided in
encl osure (1).

4. Information. Reference (a) designated the program manager
for Navy MAR prograns as responsible for establishing and

I ssui ng appropriate procedures and gui dance for fiscal oversight
and review of NAFIs supporting MAR activities. NAVPERSCOM
(PERS-65) functions in this capacity for all Navy MAR program
el enent s.
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5. Action. Commanding officers (CGs) shall

a. ensure availability of enclosure (1) to all personnel
assigned to performfiscal oversight and reviews of NAFIs
defined in paragraph 4 of enclosure (1).

b. ensure that all NAFIs supporting Navy MAR prograns for
their activities are reviewed, audited/ evaluated follow ng the
gui dance provided in enclosure (1). Effect appropriate
corrective action concerning findings and results of fiscal
oversight reviews until all recomrended action is conplete.

Mai ntai n records of conpleted and ongoing efforts to inplenent
corrective actions reconmmended i n NAVPERSCOM ( PERS- 65) fi scal
oversight and certified public accounting (CPA) firmreports.
Provide reports of these efforts to NAVPERSCOM ( PERS- 65) and
Echel on 2 commands for information and use in follow up reviews.

C. wuse civilian or mlitary personnel trained in conducting
fiscal oversight and reviews of NAFI activities. This may be
done by using local internal audit staff, conmmand eval uati on and
review staff, or other conparable staff; contracting with CPAs;
using a separate audit board; or perform ng nanagenent contr ol
reviews as discussed in references (b) and (c)., To suppl enent
| ocal efforts, commands nay request an assist visit from
NAVPERSCOM ( PERS-65). Refer to reference (d)] whenever
contracting with CPA firns.

d. use appropriated funds (APF)/personnel to support NAF
audi ts, when considered necessary, and not prohibited by |aw or
regul ati on. Wen groups of APF and NAF activities are operating
as an entity, (e.g. the single MAR fund or installation MAR
fund), non-reinbursabl e use of APF/ personnel is authorized.

e. refer to enclosure (2)] to focus on deficiencies in
internal control conmmopn to several activities as reported by CPA
firmunder contract to NAVPERSCOM ( PERS- 65) and NAVPERSCOM
( PERS- 65E) .

f. refer to reference (e) for mnimal standards and rul es
of conduct required of all Departnent of the Navy (DON)
personnel, and al so gui dance on governnent ethics, fund rai sing,
post - gover nnent enpl oynent, political activities and rel ated
matters. CGOs should ensure conpliance by having all key MAR
fund managers and enpl oyees, particularly those involved in the
procurenent and di sbursenents process, conplete a conpliance
statenent, as shown in enclosure (3).] Key MAR fund nanagers
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woul d normal ly include MAR director, recreation director, club
managers, and busi ness office manager.

g. refer to reference (f)| for relevant information
pertaining to DON policy with respect to NAF fiduciary
responsibility. This policy requires that should any
unaut hori zed use of NAF occur, a report nust be submtted to
NAVCOWPT t hrough t he chai n- of - command.

6. Forns and Reports.

a. Followng forns are available from Naval Inventory
Control Point using requisition procedures contained in CD ROM
NAVSUP PUB 600 (NLL), Navy Stock List Publications and Forns:

NAVCOWPT 2211 (Rev. 3-72), Daily Activity Record (DAR),
S/'N 0104- LF- 706- 5200.

NAVCOWPT 2215(Rev. 3-72), Inventory Record,
S/' N 0104- LF- 706- 5400.

NAVCOWPT 742 (Rev. 7-74) Property and Depreciation Record
S/'N 0104- LF- 700- 7430.

These forns are al so avail able for ordering by accessing the
Internet at http://forns.daps.m|/order/ or by ordering through
t he Defense Automated Printing Service, Building 4/ D, 700
Robbi ns Avenue, Phil adel phia, PA 19111-5094, phone nunber (215)
697-2981/ 2982.

b. Following forns are available fromU. S. Treasury,
I nternal Revenue Service (IRS) by calling 1-800-TAX- FORM
(1-800-829-3676). They can al so be accessed/ ordered using the
RS Internet Web Site at: http://ww.irs.ustreas.gov/forns.

Form 941, Enployers Quarterly Tax Return.

Form 1096, Annual Sunmary and Transmttal of U S Information
Ret ur ns.


http://forms.daps.mil/order/
http://www.irs.ustreas.gov.forms/
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Form 1099-M SC, M scel | aneous | ncone.

Form W2G Certain Ganbling W nnings.

Note: |IRS usually revises these fornms annually.

c. Reporting procedures should conformto reference (a)| and
t he suppl enentary gui dance provided in enclosure (1). The
reporting requirenments contained in this instruction are exenpt
per SECNAVI NST 5214. 2B.

Di stribution:

SNDL 23A2
42A3
E7A
FAS
FAG
FA7
FA10
FAl4
FA15
FA18
FA24
FA27
FA4T7
FBS5
FB6
FB7
FB10
FB14
FB15
FB28
FB34
FB42
FB44
FB48
FB58

)%/ \
G L. HOEW NG

Rear Admral, U S. Navy
Deputy Chi ef of Naval Personnel

(NAVAL FORCE COVMANDERS, PAC)

( COMFAI RVED NAPLES | T)

( NAVAUDSVC WASHI NGTON DC)

(CBC GULFPORT MB)

(Al R STATION, LANT)

( STATI ON, LANT)

( SUBMARI NE BASE, LANT)

( NAVSUPPACT MECHANI CSBURG PA)
(JMF ST MAVWGAN UK)

( NAVPHI BASE LI TTLE CREEK VA)
(NAVY REG ON, LANT)

(WEAPONS STATI ON, LANT)

( HOSPI TAL/ MEDI CAL CENTER, LANT)
( NAVMARI ANAS SUPPACT GU)

(AIR FACI LI TY, PAQ

(Al R STATION, PAC)

( STATI ON, PAC)

( NAVWAPNSTA SEAL BEACH CA)

( NAVBASE VENTURA COUNTY PO NT MUGU CA)
(NAVY REG ON, PAQ)

( FLEET ACTI VI TI ES)

( NAVREGCONTCEN S| NGAPORE)

( PACM SRANFAC HAWAREA BARKI NG SANDS HI )
( NAVSUPPFAC DI EGO GARCI A)

( NAVMEDCEN SAN DI EGO CA)
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Distribution: (Cont'd)

FC3 ( COWAVACT LONDON UK)

FC5 ( SUPPORT ACTIVITY, EUR)

FC7 ( NAVSTA ROTA SP)

FC14 (NAS SI GONELLA I T)

FE1 ( COVNAVSECGRU ( N4QOL))

FE4 (SECURI TY GROUP ACTIVITY)

FF32A  (NAVSUPPACT M D SOUTH M LLI NGTON TN)
FF38A  (NAVSTA ANNAPOLI S MD)

FF42 ( NAVPGSCOL MONTEREY CA)

FF43 ( NAVADM NCOM NORFOLK VA)

FH1 ( BUVED WASHI NGTON DC ( MED 3441))
FIA3 ( COVMNAVPERSCOM M LLI NGTON TN)

FJAL1  (NAVINTSERVACT NS TOKYO JA)

FKALA  ( COVNAVAI RSYSCOM (Al R 8. OY5))

FKASF1 ( NAVORDTESTU CAPE CANAVERAL FL)
FKML4  (NAVI CP MECHANI CSBURG PA)

FKP4A  ( NAVSURFWARCEN COASTSYSTSTA PANAMA CI TY FL)
FKP4E  ( SURFACE WARFARE CENTER DI VI SI ONS)
FKP7 ( SHI PYARD)

FKRIA  (NAS PATUXENT RI VER MD)

FKR6C  ( NAVAI RWPNSTA CHI NA LAKE CA)

FKR7A  ( NAVAI RENGSTA LAKEHURST NJ)

=V ( NAVSUPPACT BAHRAI N)

FR3 (Al R STATI ON, RESFOR)

FRL5  (NAVSUPPACT NEW ORLEANS LA)
FT1 (CNET PENSACOLA FL (N43))
FT6 (Al R STATION, CNET)

FT22 ( FCTCLANT VI RG NI A BEACH VA)
FT31 (NTC GREAT LAKES I L)

FT39 ( NAVTECHTRACEN PENSACOLA FL)
FT55 ( NAVSCSOL ATHENS GA)

FWL ( NATNAVNVEDCEN BETHESDA MD)
F\\6 ( NAVSUPPACT WASHI NGTON DC)
KALG  ( COMNAVSEASYSCOM ( 01K))
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LOCAL FI SCAL OVERSI GHT AND
REVI EWs OF MAR FUND, NAFI S
GUI DANCE NMANUAL

Encl osure (1)
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DEPARTMENT OF THE NAVY
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LOCAL FI SCAL OVERSI GAT AND REVI EW6 OF NAFI S
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| NTRODUCTI ON

1. Purpose. To provide guidance to |local activities in the
performance of fiscal oversight and related reviews (hereafter
call ed reviews) of NAFIs supporting Navy Mrale, Wlfare and
Recreation (MAR) activities as defined in paragraph 4 and as
stated in reference (a), para. 5c(2)(c).

2. Definition. Nonappropriated funds (NAFs) are nonies derived
from sources ot her than Congressional appropriations, primrily
fromthe sale of goods and services to DOD military and civilian
personnel and their dependents and used to support or provide
essential MAR, and certain religious and educati onal prograns.
They are governnent funds entitled to the sanme protection as
funds of the U S. Treasury.

3. Admnistrative Control of Funds. MAR activities identified
i n paragraph 4 are subject to all laws, rules, and regul ati ons
established for the control of NAFs. Such funds will not be
donated to any individual, firm group or organization,
charitable or otherw se, except for the welfare and recreation
of mlitary personnel and their dependents and authorized
civilian enpl oyees.

4. Application. Navy activities covered under this instruction
are

a. MR funds at mlitary activities.
b. civilian MAR funds at mlitary activities.

This instruction may also be used to review private

or gani zati ons aut horized by the conmanding officer (CO, or
ot her Navy MAR activities not under the program nanagenent
cogni zance of NAVPERSCOM ( PERS-65) for which specific review
i nstructions have not been provided by cogni zant program
managers.

5. Fiscal Oversight and Revi ew of MAR NAFI s

a. Local fiscal oversight of MAR NAFls identified in
paragraph 4 is a COresponsibility as described in paragraph 7.
The frequency of these reviews will be per the requirenents
stated in paragraph 10.

-2 Encl osure (1)
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b. To supplenent the | ocal efforts, NAVPERSCOM ( PERS- 65E)
may performfiscal oversight reviews of these activities,
i ncl udi ng an eval uati on of reports prepared by personnel
assigned to performlocal fiscal oversight and review.
NAVPERSCOM ( PERS- 65E) is al so responsible for followup to
ensure corrective action and recommendations for inprovenent are
i npl enented for reconmmendati ons by NAVPERSCOM ( PERS- 65E) staff
and by the certified public accounting (CPA) firm under contract
t o NAVPERSCOM ( PERS- 65) .

6. bjectives. The reviewis to provide |ocal nmanagenent at

all levels wth an independent, unbiased revi ew and constructive
eval uation of the effectiveness and efficiency with which
manageri al fiscal responsibilities are being fulfill ed.

Specific objectives are to

a. determ ne that managenent controls over NAFI resources
are adequate in concept and effective in application.

b. determne the degree of conpliance wth established
policies, principles, and procedures.

c. verify the existence of assets.
d. determ ne whether the resources are managed and utilized
economcally and efficiently, desired results are being achi eved

and | ower cost alternatives have been consi der ed.

e. verify and evaluate the reliability of the accounting
and reporting system

f. objectively report findings and recommendations to
managenent and conmand.

g. followup on recomendati ons and eval uate results.

h. Assist managenent in pronoting the efficient attainnent
of the activity's fiscal objectives.

-3 Encl osure (1)
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7. Responsibilities of CGs

a. The conduct and adequacy of |ocal fiscal oversight and
review, and corrective actions resulting therefrom is the
responsibility of COs. Fiscal oversight and reviews nay be
performed by using local internal audit staff, conmand
eval uation and review or other conparable staff; contracting
with certified public accountants; using a separate audit board,
or by perform ng managenent control reviews as discussed in
references (b) and (c). To supplenent |ocal fiscal oversight
efforts, commands may request an assist visit from NAVPERSCOM
(PERS-65) on a tinme available basis. Refer to reference (d)| and
paragraph 9 of this enclosure whenever contracting with CPAs for
auditing services. Refer to enclosure (3) when review ng for
conpliance wth the Departnent of the Navy (DON) standards of
conduct and government ethics.

b. Recomendations nmade by fiscal oversight and review
staffs are subject to concurrence or non-concurrence by the CO
Managenent shoul d give pronpt consideration to approved
recommendations and forward a witten response of corrective
action taken or planned to the CO

c. COis responsible for ensuring that appropriate
corrective action is effected to correct findings and i npl enent
recommendations of fiscal oversight reviews until all required
action is conpleted. Reporting the status of open and conpl eted
actions in response to reconmendati ons by NAVPERSCOM ( PERS- 65)
and the CPA firmunder contract to NAVPERSCOM is al so a
responsibility of the CO and Echelon 2 and 3 comranders, as
appropriate. Records of |ocal efforts to inplenent the
recommendati ons nust be maintained on file and made avail abl e
for foll ow up inspection by NAVPERSCOM or the Echelon 2/3
conmand.

8. Responsibilities of Personnel Assigned to Conduct Fiscal
Over si ght Revi ews

a. Local activities are responsible for exam nation of the
operations, assets and liabilities froma managenent perspective
for the purpose of determ ning how well the manager is achieving
t he assigned m ssion, while adhering to a fiduciary
responsibility of controlling costs and protecting assets from
unaut hori zed use per reference (f).| If nmanagenent controls and
accounting systens are operating effectively, reliance generally

-4 Encl osure (1)
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can be placed on the financial information reported. Local
activities conduct reviews per the procedures contained in this
instruction and report the results to nanagenent and conmand.

b. Command eval uation program staff and audit board
personnel assigned to review NAFIs are encouraged to attend the
NAFI Fi scal Oversight and Internal Controls Review training
course conducted by NAVPERSCOM ( PERS- 654) .

9. Contracting for Auditing Services

a. CGOs should arrange to send copies of all proposed and
awar ded contracts for auditing services to Auditor General of
the Navy, Naval Audit Service (NAVAUDSVC), CPA Contract Review
Ofice as required by reference (d)., NAVAUDSVC has
responsibility for evaluating contracts awarded by NAF as wel |
as APF funds for auditing services in the Navy, which was
i npl emented by paragraph 19 of reference (d).

b. An informational copy of all proposed and awarded
contracts for auditing services should be sent to Chief of Naval
Qperations (CNO (NO9B4).

10. Annual Pl an

a. The local activity should prepare a schedul e of reviews
pl anned for NAFlIs at the activity. COis responsible for
revi ewi ng and approving the schedule within 30 days of the
begi nning of each new fiscal year. The schedul e should include
a tinmetable for review ng vul nerable functions of each NAFI
activity, preferably on an annual basis. Exanples of functions
t hat have been found to be vul nerabl e and shoul d be consi dered
for inclusion in the annual schedule are provided as Common MAR
Findings in enclosure (3).] Such reviews should be schedul ed
nore frequently should unsatisfactory conditions exist. 1In
addition, the local activity should performfollow up
eval uations of findings and reconmmendati ons reported by
NAVPERSCOM ( PERS- 65E) staff and the CPA firmunder contract to
NAVPERSCOM ( PERS- 65) to ensure that recomrendati ons have been
properly inpl enmented.

b. Certain functions have been identified as highly
vul nerable to fraud, waste and abuse (see enclosure (3) for
exanpl es). These functions should nornmally be reviewed annual ly
to determne the |atest status of their vulnerability to fraud,

-5 Encl osure (1)
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wast e and abuse for inclusion in the annual schedule, using the
foll owi ng sections of this instruction/the applicable sections
of the re-inspection checklist for fiscal oversight follow up
program provi ded in appendix A to enclosure (2).

Part A, section 1 - Cash Funds and Receipts
Part A, section 3 - Sales
B

Part B, section 5 - Procurenent, Receiving and Accounts
Payabl e

Part B, section 6 - Disbursenents

Part C, section 7 - Payrol

Part D, section 8 - Merchandi se and Consumabl e I nventory

Part D, section 9 - Fixed Assets Inventory

Personnel assigned to review NAFI activities should be used to
sel ectively observe and i ndependently validate the 30 Septenber
physi cal inventories of merchandi se and consumabl e i nventori es,
and fixed assets. They should also test the conputation of
inventory adjustnents and the inventory records. Signatures and
position titles of the inventory participants, including the

i ndependent observers, should be docunented in the inventory
records to validate each inventory. |Inventories should be
tested and a conplete verification perforned upon relief of the
fund custodi an or treasurer.

11. How to Use this Instruction

a. People assigned to review NAFIs shoul d becone acquai nted
with the fund before starting through

(1) discussions with local fund managenent and key
per sonnel concerni ng what goods and services are provided to
patrons, pricing policies, operating hours, and internal
control s; and

(2) review of non-financial records, such as audit and
review reports, advisory group mnutes, recreation council and
commttee mnutes, etc.

b. Copies of authorizations, operating policies,
organi zation charts, and financial plans should be obtai ned.
They should al so obtain a list of all enployees (mlitary and
civilian), positions they fill, and pay rates and file themwth
the "Permanent” working papers as expl ai ned i n subparagraph
11.j .

-6 Encl osure (1)
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c. Since nuch of this instruction is witten for general
use in reviewing MAR fund activities, sone portions may not be
entirely appropriate for every situation. People assigned to
review NAFIs should nodify or add to the sections whenever |oca
conditions require such changes. The reason for nodification or
addi ti on shoul d be explained and included in the working papers.
Any nodification or addition should be consistent with the
responsibility to performthe work in a nanner, which achi eves
the objectives stated in paragraph 6.

d. Priorities are indicated in parenthesis, e.g., (1), (2),
and (3), in the procedures sections for each function to help
the | ocal command eval uation and review staffs, internal audit
of fices and audit boards allocate their time nore efficiently to
the areas of inportance. |In essence, a priority (1) section
woul d normal ly be nore inportant to review than a priority (2)
section. These priorities are indicated adjacent to each
procedure heading in enclosure (1).

e. Responses to questions on internal control should be
supported by explanati ons and evi dence of verification. |If
there is no evidence to support a response, the question should
remai n unanswered. This does not preclude havi ng nmanagenent
prepare a response to the internal control questionnaire;
however, if this is done, managenent's conpl eted questionnaire
will be considered to be a record. The manager shoul d be
encouraged to sign the questionnaire section that applies to his
or her responsibility.

f. Internal control questionnaire is used to satisfy the
obj ective stated in each section by providing a systematic
routi ne, which enables a person to quickly review a segnent of
an activity for the purpose of identifying a weakness in a
managenent control. For exanple, cashiers having access to cash
regi ster totals would be a weakness in control.

g. Testing the overall systemof internal controls requires
t hat docunents and accounts show ng the execution of
transactions be reviewed. The person conducting the review
shoul d determine if transactions are executed and recorded in a
manner consistent with prescribed policies. An evaluation
shoul d be nade as to adequacy of safeguards in place to protect
assets. A conparison should be nade between recorded bal ances
i n asset accounts and physical existence of assets. Delegation

| -7 Encl osure (1)
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(and segregation) of duties and responsibilities should be
evaluated to determne if any materi al weakness exists. The
internal control questionnaire is designed to assist people
conducting reviews, and serves as a formof quality control for
t he conmand eval uation function, which is subject to oversight
review. If internal controls are intact, a "yes" answer would
normal |y indicate such, unless specifically stated otherw se.

h. "No" answers generally indicate inadequate controls and
require further exam nation to determ ne the seriousness of
| osses or m sstatenents, which could conceivably result from
t hi s weakness.

i. Each section contains a series of steps, which describe
the work to be done, and are provided to assist the people
conducting the review in acconplishing the review

J. Working papers are the evidence of the review work. A
separate set of working papers should be established for each
NAF activity. "Permanent" working papers are those that are
required for future reviews, such as policies, organization
charts, mssion and function statenents, staffing, and
authorization letters. The "Current" file contains the working
papers and supporting docunments for each year's review. These
shoul d be retained at | east 3 years followi ng each revi ew and
shoul d be avail able for subsequent review by NAVPERSCOM
(PERS- 65E), command i nspectors and by NAVAUDSVC, as appropriate
and aut horized by DOD and Navy regul ati ons.

k. Working papers should be prepared to docunent
deficiencies or weaknesses in the internal controls for each
fund reviewed. A working paper should generally be prepared to
docunent each deficiency or internal control weakness found and
generally will support findings pertaining to each "No" answer
on the internal control questionnaire. Space in the margin next
to each questionnaire step should be used to cross-reference the
finding to the supporting working paper. Wrking papers should
i nclude the nane of the fund reviewed, test perforned, period
covered by the test, date of preparation and preparer's
signature for initials. Al working papers should also show, in
a brief narrative format, source of information used to perform
the test, purpose of the test, and concl usions reached as a
result of the test.

-8 Encl osure (1)
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| . 1f conpleted working papers contain any information
requiring security measures under the Privacy Act of 1974, they
shoul d be stored in a | ocked cabinet or room when not in use,
and shoul d be | abeled to show if security measures are required.
Exanpl es of such information would include social security
nunbers, personnel listings that show hone addresses or
t el ephone nunbers, and so forth.

12. Reports. Reports covering results of reviews should be
prepared foll ow ng gui dance provided in Mdule 10 of the NAF

Fi scal Oversight and Internal Controls Review training course
referenced in paragraph 8 above. Reports should contain
sections describing objectives of the review, scope of
activities and functional areas revi ewed, discussion of
findings, a recommendati on corresponding to each finding and
policy or other accepted reference source to support each
reconmendation. Significant positive control strengths and
nonetary benefits opportunities should also be reported for fund
managenent and command i nformation. Reference sources are
provided for internal control questions to present guidance for
| ocal activity's civilian and mlitary people assigned to the
revi ew.

13. Materiality. Although the term"Mteriality" is difficult
to define, people assigned to conduct reviews should recognize
its inportance if the reviewis to be efficient, effective, and
hel pful to the CO and activity nanager. Wile materiality is
di scussed nost frequently in terns of dollars, it should not be
considered in these ternms alone. Hard rules cannot be
prescribed to tell which dollar amobunts or levels of activity
acconplishnment are material or non-material. Each situation
shoul d be judged in the context of the fund's total operation,
and the inpact of the dollar and operational disclosures wll
have on the fund' s performance. Affirmative answers to the
foll ow ng questions should help the person performng the review
to judge the materiality of the findings:

a. Are the findings inmportant in terns of cost,
performance, or other effect?

b. Does the finding identify fraud, waste, or significant
inproprieties and is the condition w despread?

c. Are people in a managerial capacity directly responsible
for the deficiency?

-9 Encl osure (1)
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d. Can a recommendati on be made for corrective or
preventive action?

e. WII the finding and recommendati on provi de constructive
gui dance for future operations?

f. Mtters judged to be non-material, that is those that do
not significantly affect the operation, should be omtted from
the report since their inclusion wiuld tend to denmean the
report. The person conducting the review should discuss
non-material itens wth appropriate levels of activity
managenent to obtain inproved performance, although such itens
are not included in the final report. They should be provided
to the CO or activity manager in an informal nmeno or nmanagenent
| etter to be retained on file as indicators for possible review
the next tinme the activity is reviewed.

14. Directives. Personnel assigned to conduct reviews should
establish and maintain a current, ready reference library for
use by personnel assigned to review MAR activities. Copies of
the followi ng directives should be on file in the activity's

| i brary and avail able for check-out:

Docunent Subj ect

BUPERS RAMCAS USER HANDBOOK RECREATI ON AND MESS
CENTRAL ACCOUNTI NG SYSTEM
( RAMCAS) ACCOUNTI NG HANDBOOK

BUPERSI NST 1700. 23 NAVY | NFORMATI ON, TI CKET
AND TRAVEL (I TT) PROGRAMS
BUPERSI NST 1710. 11B NAVY RECREATI ON PROGRAM
OPERATI ONAL PCLI CI ES
BUPERSI NST 1710. 13A NAVY CLUB FOOD, BEVERAGE, AND
ENTERTAI NVENT OPERATI ONS
BUPERSI NST 5300. 10 NAF PERSONNEL MANUAL
BUPERSI NST 7043. 1B PROCUREMENT POLI CY FOR BUREAU

OF NAVAL PERSONNEL NON-
APPROPRI ATED FUND ACTI VI TI ES
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DCD 1015. 8 DCOD Cl VI LI AN EMPLOYEE MAR
ACTI VI TI ES AND SUPPORTI NG
NAFI S
DOD 5500. 7-R JO NT ETH CS REGULATI ONS
DCD 7000. 14-R FI NANCI AL  MANAGEMENT

REGULATI ON, VOLUME 13,
NONAPPROPRI ATED FUNDS PCLI CY
AND PROCEDURES

OPNAVI NST 1700. 7D RESPONSI BI LI TY FOR MORALE,
VELFARE AND RECREATI ON ( MAR)
PROGRAMS | N THE NAVY

OPNAVI NST 5000. 52A COMVAND EVALUATI ON PROGRAM
OPNAVI NST 5200. 24A AUDI T DECI SI ON AND FOLLOW UP
SECNAVI NST 5200. 34D MANAGEMENT OF AUDI T DECI SI ON

AND FOLLOW UP FUNCTI ONS

SECNAVI NST 5200. 35D DEPARTMENT OF THE NAVY
MANAGEMENT CONTROL PROGRAM

SECNAVI NST 5300. 22C NAVY AND MARI NE CORPS
PERSONNEL POLI CY MANUAL FOR
NONAPPROPRI ATED FUND
| NSTRUVENTALI Tl ES

SECNAVI NST 5430. 92A ASSI GNMENT OF
RESPONSI BI LI TIES TO
COUNTERACT FRAUD, WASTE, AND
RELATED | MPROPRI ETI ES W THI N
THE DEPARTMENT OF THE NAVY

SECNAVI NST 7510. 7E DEPARTMENT OF THE NAVY
INTERNAL AUDIT
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Section 1. CASH FUNDS AND RECEI PTS

1.1. ojectives. The purposes of review ng cash are to

a. determ ne whether the internal controls within an
activity are adequate and functi oni ng;

b. wverify whether all funds (change and petty cash funds
and undeposited recei pts) are accounted for properly; and

c. ascertain whether all receipts are deposited to the
appropriate bank account intact on a tinely basis. This
obj ective is achieved by naking periodic surprise cash counts
and conpleting section 1 of this instruction. The frequency of
surprise cash counts is determ ned based on the significance of
previ ously found cash variances and i ndi cated control
weaknesses. Cash sal es review procedures are described in
section 3.

1.2. Procedures. (Priority (1)) It is essential that the
review start with establishing physical control over all cash
and cash itens on hand (undeposited receipts, change funds,
petty cash funds, and charge sales). Cash counts nust be nade
in the presence of the individual accountable for the funds, and
recorded on a locally designed or procured cash count sheet.

| medi ately upon conpletion obtain the signature of the

cust odi an acknow edging the return of all cash and cash itens on
t he cash count sheet.

a. Al checks found in any fund shall either be i mredi ately
deposited in the bank under the supervision of the person
conducting the review, or listed for later verification that they
were not returned. These steps are necessary to establish the
validity of checks in the possession of cashiers.

b. Al funds and receipts should be counted and reconcil ed
wi th the book values and the anount authorized at | east
quarterly. The count should be of a surprise in nature. Al
di fferences should be investigated to the satisfaction of the
person responsi ble for performng the review

1.21. Undeposited Receipts. (Priority (1)) Al cash and cash
itenms should be recorded as they are being counted. List al
checks recording the drawer, check date, amount, and bank
transit nunber. Review all checks for date drawn, payee,
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drawer, and anount. Investigate all checks representing |arge
anounts or unusual drawers, and all checks payable to cash.
Review the itens to confirmthat the drawer has recorded the
sponsor's nane, rank, social security nunber, mlitary

organi zation, and duty tel ephone nunber on the face of the
check. In sone instances, this information will be preprinted
on the face of the check. Reconcile checks, currency, credit
card, and charge sales to the NAVCOWT 2211, Daily Activity
Record (DAR), cash register tapes/cash receipt vouchers. Record
the details and investigate all discrepancies.

1.22. Change Funds. (Priority (1)) Change funds shoul d al ways
be authorized in witing by the CO for a fixed amount. The
person performng the review should verify whether the

aut hori zation conforns to these requirenents. All change funds,
whi ch have not been issued to cashiers, should be counted to
verify whet her the noney on hand and signed receipts agree with
t he anmount authorized. The anount and reason for any

di fferences should be recorded. |In sone instances portions of

t he change fund may have been issued (or subcustodied) to
cashiers for use in conducting business. Wen this occurs, the
person conducting the review should performa physical cash
count. Cash register readings need to be taken. The total
anount of cash counted should be equal to the anpunt of the
change fund issued to the cashier, plus the total val ue of
transactions recorded by the cash register. A separate DAR
shoul d be prepared to show all busi ness conducted prior to the
cash count, and the cash register tape should be retained by the
activity to support the DAR  Cash counts should be conducted in
a manner that causes mninmal disruption to business and custoner
servi ce.

1.23. Petty Cash. (Priority (2)) Each petty cash fund nust be
verified whether the authorization conforns to these

requi renents. The total of all cash on hand plus the total of
pai d vouchers shoul d equal the anount authorized. Should the
total of all petty cash funds counted not agree with the anount
aut hori zed and recorded in the Detail General Ledger, the anount
and reason shoul d be recorded.

a. Exam ne paid vouchers for conformty with DOD 7000. 14- R,
vol une 13, chapter 3, paragraph 030201. |Individual transactions
shoul d not exceed $150 ($300 for an energency). The $150 for
i ndi vidual transaction limtation is waived for paynent of bingo
pri zes.
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b. Where inproper or irregular itens are disclosed at the
tinme of the first count, a later count and reconciliation shoul d
be made to determ ne that subsequent rei nbursenents have not
been used to cover deficiencies.

1.3. Internal Control Questionnaire

1.31 Cash on Hand Yes

&

a. Are cash funds properly safe-
guarded fromloss and theft?
(BUPERSI NST 1710.13, para. L 308;
DOD 7000. 14-R, Vol. 13, App. C
para. C050602, C050603 and 050703;
DOD 7000.14-R, Vol. 5, Chap. 3,

para. 0303) [] []

b. Are safe conbi nati ons known only
to the custodian of the funds within
each safe? (BUPERSINST 1710. 13,
para. 308; DOD 7000.14-R vol. 5,

chap. 3, para. 0303) [] []

c. |s each custodian of funds
provided with a safe or a | ocked
conpartment within a safe to which
only they have access? (BUPERSI NST
1710. 13, para. 308; DOD 7000. 14-R
vol . 13, app. C, para Q050603 and
C050605; DCD 7000. 14-R, vol. 5,

chap. 3, para. 03 [] []

d. Are safe conbinations changed at
| east upon a change of personne
havi ng access to the safe?
(BUPERSI NST 1710.13, para. 308;
DOD 7000. 14-R, vol. 5, chap. 3,

para. 0303) [] []
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e. Are all funds kept |locked in a Yes No
saf e when not under the persona
survei |l ance of the person charged
w th their safekeepi ng? (BUPERSI NST
1710. 13, para. 308; DOD 7000. 14-R

vol . 13, app. C, para. C050603) ] []

f. Are surprise counts nade by
activity managenent of cash
recei pts, petty cash, and change
funds in the custody of each cashier
during the cashier's shift, not |ess
frequently than once a quarter?
(DOD 7000. 14-R, vol. 13, app. C

para. Q050604) [] []

g. Are the surprise cash count sheets
retained by activity nmanagenent for
review? (DOD 7000.14-R, vol. 13,

app. C, para. 050604) [] []

h. Are personal funds or securities
restricted from being stored
(comm ngl ed) in custodi an safes?
(DOD 7000. 14-R, vol. 13, app. C
para. (C050605; DOD 7000. 14-R, vol

5, chap. 3, para. 0303) [] []

1. 32. Change Funds

a. Are replenishnent checks nade by
checks drawn on the fund's regul ar
checki ng account and payable to the
desi gnat ed change fund custodian in
their nanme? (DOD 7000.14-R, vol.

13, app. C, para. 0050602) [ ] []

b. Are the anounts of the change funds
reasonabl e and adequate to satisfy
cashiering needs? (authorized funds
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1. 338.

in excess of needs should be
reduced.) (BUPERSINST 1710. 13,
para. 308; DCOD 7000.14-R, vol. 13,

app. C, para. C050603)

Petty Cash

Is the responsibility for

each fund vested in one person only?

(DOD 7000. 14-R, vol. 13, chap. 3,
para. 030201B and app. C, para.

C050602)

I s the custodi an i ndependent of
t he bookkeeper? (DOD 7000. 14-R,
vol. 13, chap. 9, para. 0901 and

090202)

Are petty cash vouchers
prenunber ed sequentially, prepared
inink or indelible pencil, signed
by the payee, and approved? (DCD
7000. 14-R, vol. 13, chap. 3, para.
030201B and app. C, para. Q050602)

Are vouchers and attachnents marked
or stanped "Paid" with check date
and nunber or other satisfactory
manner to preclude reuse? (DOD
7000. 14-R, vol. 13, app. C, para.

C050602; RAMCAS, Duty Vi1, Task 3)

I s the cashing of checks or naking
| oans fromthis fund prohibited?
(DOD 7000. 14-R, vol. 13, chap. 3,

para. 030201B)

Is the use of this fund limted to
smal | purchases not exceedi ng $150
whi ch coul d not be paid by check

(wages and entertainers) fees cannot

be paid out of the fund)? The $150
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[] []
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[] []
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limtation is waived for the paynent Yes No
of bingo prizes. (DOD 7000.14-R,
vol. 13, app. C, para. Q050602 and

Q050709) [] []

g. |Is the anount of the petty cash
fund reasonabl e and adequate to
satisfy the needs of the activity?
(authori zed funds in excess of needs
shoul d be reduced.) (BUPERSI NST
1710. 13, para. 308; DOD 7000. 14-R

vol . 13, chap. 3, para. 030201B) [] []

1.34. Undeposited Receipts

a. Are cash receipts physically
safeguarded at all tinmes to
m nimze their disappearance? (DOD
7000. 14-R, vol. 13, app. C para.
050605, C050702, Q050703 and

0050704) [] []

b. Does one person al one have the
conbi nation to the central drop safe?
(BUPERSI NST 1710.13, para. 308; DOD
7000. 14-R, vol. 5, chap. 3, para.

0303) [] []

c. Are night depositories used for
deposits of NAFs and does the safe
hol d- hol di ng ni ght deposits provide
adequat e security for funds?
(BUPERSI NST 1710. 13A, para. 308; DOD
7000. 14-R, vol. 13, app. C para.
Q050605 and CO50704) [] []
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d. Are the base security police Yes No
notified when cash funds (change
funds, petty cash funds, and
undeposited recei pts) in excess of
$10, 000 are to be transported?
(DCOD 7000. 14-R, vol. 5, chap. 3,

para. 030107D) [] []

e. Are cash funds in transit
saf e-guarded as directed by | oca

policy established by command?
(DOD 7000.14-R, vol. 5, chap. 3,

para. 030107D) [] []
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Section 2. CASH I N BANK

2.1. (Objectives. The purpose for reviewi ng cash in the bank is
to verify whet her

a. daily receipts are deposited intact and in a tinely
manner to the applicable bank account, and

b. anobunts agree with the anounts recorded in the Detai
Ceneral Ledger. |Inprest bank accounts are reviewed to verify
both the integrity of the accounts and the accuracy of bank
reconciliation's prepared by the activity.

2.2. Procedures

2.21. Deposit Bank Account - Local. (Priority (1)) These
accounts Recreation and Mess Central Accounting System ( RAMCAS)
are used for depositing daily recei pts and obtai ni ng change.
The only withdrawal s fromthese accounts shoul d be nmade by
RAMCAS to transfer all deposits to the concentration bank
account. Bank statenents for |ocal deposit bank accounts are
forwarded by the bank to RAMCAS for reconciliation. Persons
conducting reviews should verify that cash receipts are
deposited in a tinely manner to this account. The review of
cash receipts is covered in section 3.

Note: Sone activities in overseas areas do not have a | ocal
deposit bank account. Those activities nmake direct deposits to
t he concentration bank account.

2.22. Concentration Bank Accounts. (Priority (2)) The
concentration bank accounts are the accounts in which the funds
of all MAR fund activities under the centralized systemare

mai nt ai ned. They are managed by NAVPERSCOM ( PERS-65). Each
activity's share is accounted for separately and reconcil ed by
NAVPERSCOM ( PERS- 652). The bal ances are included in the bal ance
sheets sent to the local activity. The local activity draws
checks only against its own share of this account for paynents
of goods and services. On request, NAVPERSCOM ( PERS-652) wi ||
arrange to forward the cancel ed checks to the | ocal command
eval uation staff via the CO. These checks shoul d be retained
pendi ng the revi ew of disbursenents, section 6.

2.23 Inprest Bank Accounts. (Priority (1)) If desired by the
activity manager and approved in witing by the CO | ocal
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activities may establish inprest bank accounts for payroll,
foreign currency, and credit card sales. Authorization for
establ i shment of inprest bank accounts should be verified and a
copy of the letter authorizing these accounts should be filed
wi th the permanent working papers. Sone types of inprest bank
accounts are

a. Payroll Inprest Bank Account. (Priority (2)) This
account is established in the name of the local activity and is

used for processing the activity's payroll. Deposits are nade
to this account by checks drawn agai nst the concentration bank
account. Individual payroll checks are drawn against this

account using checks supplied by the |local bank. The bank will
forward the bank statenents directly to the activity, which wll
reconcile the account at the end of each accounting peri od.

b. Foreign Currency |nprest Bank Account. (Priority (1))
This account is established in the nane of the [ocal activity and
used for disbursenments in foreign currency, which may include
payroll. Deposits are made to this account by checks drawn
agai nst the concentration bank account. Activities, which
accept foreign currency in daily operations, deposit such
receipts in this account. Checks are drawn agai nst this account
usi ng checks supplied by the | ocal bank. The bank forwards the
bank statenments directly to the activity, which should reconcile
the account at the end of each accounting peri od.

c. Credit Card Sales Inprest Account. (Priority (1)) This
account is established in the nane of the activity to facilitate
the use of comrercial credit directly to the | ocal deposit bank
account established by RAMCAS. The only withdrawals fromthis
account by the activity should be for deposit to the |ocal
deposit bank account. The bank will forward the bank statenent
directly to the activity, which should reconcile the account at
the end of each accounting period. Persons conducting reviews
should verify that funds are transferred fromthis account to the
| ocal deposit bank account, preferably daily if volune dictates,
but at | east weekly. Steps connected with the deposits of sales
drafts to this account are covered in section 3.

A-11 Encl osure (1)



BUPERSI NST 7510. 1A
7 Mar 2001

d. Ceneral Review Steps for |nprest Accounts
Priority (1))

(1) Obtain the activity's bank reconciliation, bank
statenment, cancel ed checks, and deposit slips.

(2) Exam ne the bank statenment for erasures or changes
of any anounts and confirm changes with the bank.

(3) Review the bank reconciliation's prepared by the
| ocal activity (if any) for accuracy and conpl et eness.

(4) Exam ne checks witten during one nonth out of each
quarter. Ascertain that there are no m ssing check nunbers, that
is, all checks have been sequentially issued or voided.
| nvestigate the reason for any m ssing checks.

(5) Inspect voided checks to determne if the "signature"
space has been renoved fromthe check

(6) Determ ne the reason checks renain outstanding 90
days or nore. Consider contacting payees to determ ne why the
checks are being hel d.

(7) Wien deened necessary, a sanple of cancel ed checks of
t he i nprest bank account should be reviewed as foll ows:

(a) Conpare nane of payee, anmount, and date of the
check to the disbursenent or payroll journal

(b) Conpare endorsenents on the check with the nane
of payee.

(c) Investigate all checks nade payable to a bank or
activity enpl oyee other than regul ar payroll disbursenents.

(d) Investigate doubl e endorsenents where the second
endorsenment is that of a person connected with the activity.

(e) Investigate all payroll checks that are cashed
within the issuing activity to determne if they are payable to a
bona fide enployee for tine worked. (Activities are prohibited
from cashi ng payroll checks for their own use).
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2.3. Internal Control Questionnaire Yes No

a. Are deposits nmade daily, with
weekend and holiday receipts
deposited on the first business day
subsequent to the weekend or
hol i day? (DOD 7000.14-R, vol. 13,

app. c, para. C050605) [] []

b. Is the anount of each check either
recorded on the bank deposit slip or
an attached addi ng machi ne t ape?
(DOD 7000. 14-R, vol. 13, app. C

para. 0050605) [] []

c. Are deposits recorded in the
general | edger and | ocal nmenorandum
records in agreenent with the
anounts shown on the Sunmary?
(RAMCAS User Handbook, Duty |X

Task 1) [] []

d. Are transmttal envel opes sent to
RAMCAS in nunerical order wthout a
break in sequence? ( RAMCAS User

Handbook, Duty |11, Task 1) [] []

e. Are bank statenments of i nprest
accounts sent directly to and
reconciled nmonthly by an enpl oyee
whose duties do not include the
handl i ng of cash or maintaining the
accounts? (DOD 7000.14-R, vol. 13,

app. C, para. C050606) [] []

f. Are dishonored checks collected
per the prescribed procedures? (DOD
7000. 14-R, vol. 13, app. C para.

G050605; BUPERSI NST 7200. 2) [] []
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Section 3. SALES

3.1. (Objectives. The primary docunent for recording sales and
recei pts transactions is the NAVCOWT 2211, Daily Activity
Record (DAR). The civilian/mlitary experts performng this
revi ew shoul d have a thorough know edge of the built-in control
features of this docunent and the procedures contai ned in DOD
7000. 14-R, volume 13, and the RAMCAS accounting handbook. Sal es
are reviewed to determ ne

a. adequacy of internal controls related to the collection
and saf eguardi ng of receipts, and

b. accuracy of the related accounting data.

3.2. Procedures. (Priority (1)) The local activity's staff
shoul d review t he established procedures for collecting and

saf eguardi ng cash recei pts and recordi ng sal es and other incone
for all departments operated by the activity. Al so, determ ne

t he adequacy of these procedures and docunent all deficiencies
in the working papers. Exam ne a sanple of DARs and the rel ated
supporting docunments to verify whether

a. DARs are properly used and that the internal control
systemis effective to protect the cash assets of the activity
agai nst fraud or error.

b. DARs are prepared in ink, conplete, and mathematically
correct.

c. corrections are nade properly and verified.

d. Cashiers, persons designated to verify cash and charges,
and persons designated to read and verify register tapes are
properly conpleting and certifying their assigned sections of
t he DARs.

e. The opening and cl osing cash register readings are
correctly entered on the DAR and the opening reading for the day
under reviewis in agreement with the closing reading for the
previ ous shift.
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f. The source docunents (sales slips, guest checks, bowing
score sheets, cash receipt vouchers, private party contracts,
etc.) are adequate to substantiate the data entered on the DARs.

g. Cash overages and shortages are recorded properly on the
DARs and credited to the proper cash overage or cash shortage
account .

h. The accounting data recorded on each of the individual
DARs is correct and conpl ete.

i. Reviewthe records to verify whether receipts are
deposited in a tinmely manner.

Note: Receipts will normally be deposited on the first business
day followi ng the day of receipt. The accounting data show ng

t he deposit should be forwarded to RAMCAS the sane day the
deposit is made. All cash receipts are required to be deposited
intact; however, refunds to customer for things such as

def ecti ve goods or nal functioning vendi ng machi nes may be nade
fromthe petty cash or change fund. Signed receipts should
docunent these di sbursenents.

j. Subsidiary Records. Where applicable, verify the
posting of the accounting data fromthe Sunmaries to the
subsidiary records/files (cash in bank, accounts receivable and
accounts payabl e, custoner deposits, etc.).

3.3. Internal Control Questionnaire Yes No

a. Are all fees, charges and sal es
prices governed by posted standard
price lists? (BUPERSINST 1710. 13,

para. 306 and 324) [] []

b. Are unauthorized discount prices
to sel ected patrons prohibited?
(BUPERSI NST 1710. 13, para. 212g,

306d and 408c) [] []
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c. Are sales controlled by use of Yes No
regi sters? (What happens if there
is no cash register or used which

are not property of the activity? [] []

Note: The presence of unauthorized cash
registers is an indication of fraud.

Det erm ne who recei ved cash recorded on
t hese registers. (DOD 7000.14-R, vol. 3,
app. C, para. C051205)

d. Were cash registers are not used,
is a sales ticket or other
aut hori zed automated systemin
operation? (DOD 7000.14-R, vol. 13,

app. C, para. C050702 and C050706) [] []

e. Are all sales tickets sequentially
prenunbered and control |l ed? (DD
7000. 14-R, vol. 13, app. C para.
Q050702 and C050706) [] []

f. Are cash registers read at the end
of each work shift by soneone ot her
than the cashier? |If so, are the
machi ne totals not available to

cashi ers? [] []

g. Are register readi ngs conpared
with the actual receipts and sal es
tickets? (DOD 7000.14-4, vol.

13, app. C, para. Q050704 and

C0604F) [] []

h. Are the totals shown by cash
regi ster or sales slips entered on
t he DAR by soneone other than the
cashiers? (DOD 7000.14-R, vol. 13,

app. C, para. Q050704 and CO604F) [] []
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Are cash overages and shortages
shown on the DAR, and separately
on the Summary? ( RAMCAS User
Handbook, section C, accounts 812

and 912)

Are cash register overrings
approved by a supervisor? (DOD
7000. 14-R, vol. 13, app. C, para.

C090302c¢ and d)

Are unexpl ai ned, excessive and
repetitive overages and shortages
i nvestigated? (DOD 7000.14-R, vol.

13, app. C, para. C051205)

Are all incom ng checks endorsed
imediately “FOR DEPCSI T ONLY” to
the account of (Title of the
Activity)? (DOD 7000.14-R, vol. 13,

app. C, para. C050605)

Are unused recei pt books

controll ed by nmanagenent; issued to
and used i n sequence by the cashier?
(RAMCAS User Handbook, Duty X, Task
1; BUPERSI NST 7010. 13A, para. 212)

I s the prenunbered sequential use
of the cash recei pts books checked
by sonmeone other than the cashier?
(DOD 7000. 14-R, vol. 13, app. C
para. C050702; RAMCAS User
Handbook, Duty XlI, Task 1;

BUPERSI NST 7010. 13, para. 212)

Are the duties of the cashier
entirely separate fromthe

mai nt enance of the individual
patrons' accounts? (DOD 7000. 14-R,
vol. 13, chap. 9, para. 0901 and

090202, and app. C, para. Q050704)
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p. Are cash receipts deposited Yes No
intact? If not, identify and
val i date the deductions. (DOD
7000. 14-R, vol. 13, app. C para.

Q050605) [] []

g. Are bank deposits certified by
means of deposit slips stanped by
t he bank? (DCD 7000.14-R vol. 13,

app. C, para. 0050605) [] []

r. Are checks returned by the bank
received directly by soneone ot her
than the cashi er or bookkeeper?
(DOD 7000. 14-R, vol. 13, app. C

para. Q050605) [] []

S. Are deposits for the use of
equi prent (e.g., kegs and taps,
canping trailers) recorded in the
records and refunded to patrons upon
return of the equi pnment? (RAMCAS
User Handbook, section C, account

203) [] []

3.4. Specialty Sal es

3.41. Private Party Contracts - Introduction. (Priority (1))
Navy clubs are authorized to operate party catering (on base
only). No group functions or private parties may be held in the
club unless a contract has been signed by the host or party
sponsor, reference BUPERSI NST 1710.13, para. 208.

3.42. Procedure

a. otain the calendar, diary, register or |edger used by
the club for booking group functions and private parties.
Verify whether a private party contract has been signed for each
function/party booked. The final estimate of nunber of patrons
to be served should be required 24 hours in advance, with an
al l owed variation of not nore than 5 percent.
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b. Review the special function formor contract in use by
the club and determine if pertinent information per BUPERSI NST
1710. 13, para. 208, is included therein.

c. Exam ne private party contracts (and applicabl e ness
requi sitions) for each schedul ed private party and group
function for the period under review

d. Ensure that all party charges are recorded on a
prenunbered party contract and all incone (food, bar, etc.) from
private parties is input by DAR Summary into food and bar on the
day the function is actually held.

e. Odinarily, charges for group functions or private
parties should be collected at the tine of the function. Cash
paynent should be nade only to an authorized cashier and the
transacti on nust be recorded on that day's DAR |If, however,
credit is extended, the party patron should be billed within
5 busi ness days of its conclusion (holidays and weekends
excepted) and payroll should be billed within 15 days.

f. A notation should be witten on cancel ed or voided
contracts explaining the reason. The accounting departnent's
copi es of conpleted, canceled or voided private party contracts
shoul d be filed in nunerical sequence.

Bingo — Introduction. (Priority (2)) Well-regulated bingo is

wi dely accepted as an appropriate incentive to social gatherings
on mlitary installations. It should be designed to pronote
participation. Participation in this activity nmust be limted
to authorized patrons and their bona fide guests. Prizes
exceedi ng $1,200 (fair market value) received by one patron in
one ganme must be reported to IRS on Form W2G Statenent for
Certain Ganbli ng W nni ngs.

Bi ngo Cards

a. An enployee should be authorized, in witing, to be
accountabl e for bingo cards. Bingo cards should be narked or
date stanped to indicate paynent has been received. Before a
prize is presented to a bingo winner, the card should be checked
to ensure that the card is bona fide and the holder is entitled
to the prize.
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b. Cash prizes may be awarded but the aggregate of such
cash prizes (excluding the jackpot) nust not exceed authorized
limts prescribed per guidance provided in BUPERSI NST 1710. 13,
par agraph 218. The recipient should properly sign for every
bi ngo award. For additional verification, the recipient's nane,
rank (if applicable), social security nunber, organization, and
t el ephone nunber should be recorded. Cash prizes should be paid
by check or froman inprest fund established for that purpose.
For this purpose the $150 petty cash [imtation is waived.

Mer chandi se Prize Controls. Bingo prizes nay be procured on a
consi gnnent basis or purchased from conmercial sources when
aut hori zed by the program manager. The purchase agreenent for
bi ngo prizes should permt the return of unaccepted prizes to
the vendor for full credit. Bingo prizes held on consignnent
shoul d not be recorded to financial records as an asset,
liability, or revenue. A perpetual inventory of merchandi se
prizes should be kept current at all tinmes, and a proper

i dentification nunber should be affixed to each merchandi se
prize. Prizes should not be in a storeroom where enpl oyees have
easy access. They should be kept under |ock and key. Smal
expensi ve prizes require additional safeguards.

General. The mailing of any matter, including advertising, or
otherwise relating to bingo, and the shipnment of such matters in
interstate commerce, is prohibited by Federal crimnal statutes.
The retail sale of bingo prizes is also prohibited. Surplus or
sl ow novi ng bingo prizes should be returned to vendors for
credit or disposed of as a special or consolation prize.

Internal Control Questionnaire Yes No

a. Are high value bingo prizes (e.g.,
with a total fair market val ue of
$1,200 or nore) received by one
patron in one gane reported to the
I nternal Revenue Service? (DOD
7000. 14-R, vol. 13, chap. 7, para.

070203) [] []
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Are recipients of bingo prize awards

verified and req
required identif
1710. 13, para. 2

vol. 13, app. C

Are cash prizes

uired to provide
i cation? (BUPERSI NST
18; DOD 7000. 14-R,

para. C050709)

wi thin authorized

limts paid froman inprest fund or
by a properly authorized check?
(BUPERSI NST 1710.13, para. 218;

DCD 7000. 14-R, Vol . 13, para. 030201

and App. C, para. C050709)

Are bingo receipts controlled

t hrough the use of a cash register
and/ or prenunbered coupons or
tickets? (BUPERSINST 1710.13, para.

218; DOD 7000. 14
para. Q050709)

-R wvol. 13, app. C

Are properly conpl eted speci al event

reports prepared

| ocally for each

bi ngo event? (DOD 7000.14-R, vol
13, app. C, para. Q050709 and C0604)

Is strict accountability maintained

for bingo cards?
1710. 13, para. 2

vol. 13, app. C

( BUPERSI NST
18; DCD 7000. 14-R

para. C050709)

Do purchase agreenents permt the
return of unaccepted nerchandi se

prizes for credi
vol . 13, app. C

Are identificati
to each nmerchand

t? (DOD 7000. 14- R,
para. C050709)

on nunbers affixed
ise prize and is a

perpetual inventory maintained in a

secured storeroo
| ocal inventory
7000. 14-R, vol.

C050709)

m and reconciled to
records? (DCD
13, app. C par
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3.43. Anusenent Machines (fornerly concessions). (Priority
(2)) Anmusenent machines, fornerly included under the headi ng of
concessions in this section, are now covered in appendix Ato
encl osure (1).| Although we recognize that admnistrative
responsibility for the majority of anmusenent machines in the
Navy systemwas transferred to Navy Exchange Command ( NEXCOM ,
there are sonme conmands that will benefit fromusing these
procedures and internal control questionnaires to reviewtheir
internal controls over these inportant sources of revenue. Sone
of these procedures have applicability for use in review ng
controls over cash receipts collection and contracts for rel ated
types of machi nes, such as slot nmachi nes and vendi ng machi nes.
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Section 4. ACCOUNTS RECEI VABLE

bj ecti ves

4.1. Accounts receivable represent noney owed to the activity
as a consequence of

a. credit extended to patrons,

b. patrons' checks which were not honored by the bank,

c. patrons' liability for danmaged equi pnent, and

d. credit extended to other activities.
These transactions should be recorded in individual accounts
identified by the nane of the patron or the activity. The sum
of the individual accounts nust equal the balances in the
appl i cabl e general |edger controlling accounts. The person

assi gned exam nes accounts receivable to

a. evaluate the adequacy of internal controls for recording
charges and paynents,

b. evaluate the adequacy of collection procedures,
c. establish the existence and validity of accounts,

d. determne the collectibility of outstanding accounts,
and

e. determne the accuracy of the controlling accounts.

4. 2. Pr ocedur es

4. 21. Agi ng and Reconciling Accounts. (Priority (2)) Obtain a
list of the open accounts receivable for each general | edger
controlling account. Cdassify the individual accounts into
three categories for those outstandi ng

a. less than 30 days,

b. 30 to 60 days, and
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c. over 60 days. The nunber of days outstanding is
conputed fromthe date of the original invoice to the cutoff
date used. Procedures should include the follow ng:

(1) I'ndicate any collections received subsequent to the
cutoff period on the aging schedul e.

(2) Examine, in detail, the delinquent accounts, which
have not been paid subsequent to the cutoff period, and
ascertain steps being taken to collect these accounts.

(3) Determne the collectibility of outstanding accounts
and recomrend di sposition for those deenmed uncol |l ectible.

(4) Conpare the total of all individual accounts
receivable with the controlling account in the detail general
| edger. Determine and record the reason for any differences.

(5) Trace charges and paynents to the source docunents.

(6) Verify that accounts with credit bal ances are
carried on the books as liabilities.

(7) Investigate any personal accounts of enpl oyees
i ncluded as accounts receivabl e.

(8) Verify whether all accounts witten off as
uncol | ectible during the cutoff period were approved by the CO

4.22. Accounts Confirmation (Priority (2))

a. To establish the existence and validity of accounts,
t he person assigned should correspond directly with debtors. If
deened desirable, send a confirmation request to sel ected
debtors. The nanme and address of the debtors whose accounts are
to be confirmed should be listed on a | ocally devel oped
confirmation control sheet. It is essential that the assigned
person controls the mailing of these letters, otherwi se activity
managenent nmay renove the letters. The letters should normally
include a return envel ope addressed to the command eval uati on
team internal audit staff, or senior audit board nenber.
Di sagreenments between the debtors and the activity concerning
t he anmount owed shoul d be investigated. |If the sanple
confirmation indicates significant errors, the entire file of
accounts receivabl e should be confirnmed, and the procedures
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shoul d be extended to determ ne the cause and necessary
corrective action.

b. Sone debtors will not return the confirnation letter.
The person assigned nust deci de whether additional witten or
verbal effort should be made to confirmthese accounts.

c. Sone debtors will include a paynent with their response.
These funds shoul d be recorded, and turned over to the activity
central cashier for deposit.

4.3. Internal Control Questionnaire Yes No

a. Are charge slips signed by the
patron, and have authorization
nunbers and the source of
identification (e.g. driver's
| icense, credit card nunber) been
entered on the charge slips (when
necessary)? (DOD 7000. 14-R, vol.

13, app. C, para. C050705) [] []

b. Is it prohibited for credit to be
extended to enpl oyees, other than
t hose who are authorized patrons?
(BUPERSI NST 1710. 13, para. 309 and

315) [] []

c. Does the total of the individua
charge the total recorded on the
daily activity records? (DOD
7000. 14-R, vol. 13, app. C para.
0050705 and CO604F) [] []

d. Do the total credits for paynents on
accounts receivabl e equal the entry
on the daily activity records? (DCD
7000. 14-R, vol. 13, app. C para.
C0604F; RAMCAS User Handbook, Duty

|, Task 1) [] []
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Are credits to individual accounts Yes No
recei vabl e, other than cash received

in paynent, properly docunented and

aut hori zed? (RAMCAS User Handbook

section C, accounts 131, 132, 133,

and 134) [] []

Are unpaid accounts 30 or nore days
old reviewed by a responsible
official and reasonable efforts nmade
to collect then? (DCD 7000.14-R
vol. 13, chap. 3, para. 030203;

BUPERSI NST 1710.13, para. 205) [] []

Is the wite-off of delinquent
accounts approved in witing by the
CO? (DOD 7000.14-R vol. 13, app.
C, para. Q050605; RAMCAS User
Handbook, section C, accounts 131,

132, 133, and 134) ] []
Ret ur ned checks

(1) Have returned checks over 30
days ol d been reviewed by the
activity manager? (DCOD 7000. 14-R
vol. 13, app. C, para. C050605;
BUPERSI NST 7200. 2) [] []

(2) Has a delinquent letter been
sent to nenber's CO? (DOD
7000. 14-R, vol. 13, app. C
para. C050605; BUPERSI NST

7200. 2)° [] []

(3) Has the activity nmade ot her
reasonabl e effort to collect
returned checks? (DCD 7000. 14-R,
vol. 13, app. C, para. Q050605;
BUPERSI NST 1710. 13, para. 315;

BUPERSI NST 7200. 2) [] []
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(4) Are returned check charges to Yes No
cover processing expenses
i ncurred, assessed to patrons
for returned checks? (BUPERSI NST
1710. 13, para. 315; BUPERSI NST

7200. 2) [] []

(5) Are controls adequate to ensure
that all funds received for
returned check charges are
deposited in the | ocal bank
account? para. C050605 and
C0603B (DOD 7000. 14-R, vol. 13,

app. C, para. C7200.2) [] []

(6) Does the total of all returned
checks on hand reconcile with
t he bal ance sheet account? (DCD
7000. 14-R, vol. 13, chap. 3,
para. 090302B and app. C, para.
C0603B; RAMCAS User Handbook,

Duty I X, Task 1) [] []
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Section 5. PROCUREMENT, RECEI VI NG AND ACCOUNTS PAYABLE

5.1. (Objectives

a. The review of procurenent and accounts payable is
performed simultaneously because the two activities forma
continuous cycle. The only exceptions to the cycle are
pur chases for cash or collect on delivery (C. O D.) which are not
accounts payable. The person assigned should keep in mnd the
necessity for adherence to internal controls by activity
managenent and enpl oyees. A breakdown in controls may provide
an opportunity for sonmeone to receive an unauthorized benefit.

b. The procurenment and receiving functions are reviewed to
ascertain how well policies are followed with respect to issuing
pur chase orders and contracts, and receiving nmerchandi se and
services. The accounts payable function is exam ned to
determ ne that anobunts due to be paid by the activity arising
from purchase of goods and services are docunented, vendor
i nvoi ces are exam ned and approved, and paynents are tinely nmade
so as not to | ose discounts. Accounts payabl e al so enconpasses
a wide variety of other anpbunts owed, such as accrued expenses
or accrued liabilities, credit balances in patrons' accounts,
and refundabl e deposits received from custoners.

5.2. Purchasi ng/ Recei ving Procedures. (Priority (1)) To
adequately review the purchasing/receiving functions, it is
necessary to sanple paid remttance statenments fromthe vendor's
file wwth supporting data. No fewer than ten separate vendors
shoul d be selected with at | east one paynent from each vendor.
Each paynent should be verified to the supporting purchase order
(or contract), receiving certification and delivery ticket. The
activity should have paid only for those itens received and at
the price contracted for on the original purchase order unless
the purchaser (or manager) approves the price/quantity change.
The purchase should conply with the purchase order terns. The
bookkeeper is authorized to pay per the purchase
order/aut hori zed change anobunts. The person assigned shoul d use
t he al phabetical file of remttance statenents with checks
(RSWCs) and the rel ated supporting docunents to performthe
foll owi ng steps on the purchases selected to be exam ned:

a. Verify whether a purchase order or contract covers al
pur chases made from commerci al sources.
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b. Review and determ ne the conpl eteness of the purchase
orders and contracts.

c. Verify whether authorized personnel approved al
purchase orders and contracts.

d. Determ ne the adequacy of receiving procedures and verify
whet her aut hori zed personnel have recei ved goods and servi ces.

e. Verify whether purchase orders, contracts, and al
rel at ed supporting docunents were stanped "PAID' with check date
and nunber or annotated in a way to prevent reuse.

f. Verify whether purchase orders or contracts and RSWCs
were properly recorded in the budget record (special services

only).

g. Ascertain the validity of cash disbursenents by
conparing the data on the purchase orders, receiving reports,
vendors' invoices, and other related supporting docunents with
the accounting entries shown on the RSWC

h. Trace the posting of the accounting data fromthe RSWC
to the detail general |edger, subsidiary |edgers, and stock
record cards, where applicable, and determ ne their accuracy.

5.3. Internal Control Questionnaire
5.31. Purchases Yes No
a. |s the purchasing function

separate fromthe receiving,

i ssuing, and accounting functions?
(DOD 7000. 14-R, vol. 13, app. C
para. (050801 and C050901

BUPERSI NST 7043. 1A, para. 107) [] []

b. Are all purchases (except snall
items purchased frompetty cash
fund) nmade by neans of a purchase
order or contract? (DOD 7000.14-R

vol . 13, app. C, para. 0050801) []

[]

c. Are purchase order forns Yes

&

B-3 Encl osure (1)



BUPERSI NST 7510. 1A
7 Mar 2001

prenunbered and i ncl ude the
activity's nane and address?

(DOD 7000. 14-R, vol. 13, app. C
para. C050801; BUPERSI NST 7043. 1A,

para. 218 and 219) [] []

Are all purchase orders and
contracts | egibly conpleted and
approved by the contracting officer
or other person specifically
authorized in witing to approve
procur enent actions?

(DOD 7000. 14-R, vol. 13, app.

C, para. C0508 and Q0604901

BUPERSI NST 7043. 1A, para. 219) [] []

Are copies of the purchase order
given to the receiving departnent as
authority to accept goods and
services? (DOD 7000.14-R, vol. 13,

app. C, para. C0604H) [] []

Are concessionaires and
entertainers operating wwth a fornal
contractual agreenent? (DOD

7000. 14-R, vol. 13, app. C para.
0050801 and C050804; BUPERSI NST
7043. 1A, para. 316 and 317;
BUPERSI NST 1710. 11B, encl [4], para.
3; BUPERSI NST 1710. 13, para. 210

and 213) [] []

|s a contract revi ew board
est abl i shed by the CO consisting of
t hree menbers? (BUPERSI NST 7043. 1A,

para. 110) [] []

Wre all of the follow ng actions
by the NAFI reviewed by the contract
revi ew board?
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(1) Solicitations where estinated Yes No
value is in excess of $25,000?
( BUPERSI NST 7043. 1A, para. 110) [] []

(2) Award of Contracts in excess
of $10,000 to other than | ow
of feror? (BUPERSI NST 7043. 1A,

para. 110) [] L]

(3) Sol e source contracts in excess
of $10, 000? (BUPERSI NST

7043. 1A, para. 110)

(4) Al contracts in excess of
$25, 000.

(5 Al termnation actions?
(BUPERSI NST 7043. 1A,)

(6) Modifications increasing or
decreasing a contract in excess
of $5,000 or 10 percent of total
contract val ue? (BUPERSI NST

7043. 1A, para. 110) ] []

(7) Extensions of contract
delivery schedul es? (BUPERSI NST

7043. 1A, para. 110) ] []

Are all purchases in excess of

$5, 000 nade only after conpetition
is solicited? Note: conpetitionis
not required when issuing delivery
orders against Arny and Air Force
Nonappr opri ated Fund Procurenent

O fice and General Services

Adm ni stration contracts.

( BUPERSI NST 7043. 1A, para. 404) [] []

Are bl anket purchase agreenents
(BPAs) used to establish open ended
charge accounts with suppliers for
goods that are needed repetitively
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in small quantities?
(DOD 7000. 14-R, vol. 13, app. C Yes No
para. (C050803; BUPERSI NST 7043. 1A,
para. 304) [] []

Are all BPAs issued for periods of
12 months or less? (DOD 7000. 14-R,
vol. 13, app. C, para. (C050803;
BUPERSI NST 7043. 1A, para. 304)

Are all blanket BPAs prepared as
per BUPERSI NST 7043. 1A, para. 3047

Are the foll ow ng placed on each
purchase order prior to issuance and
recei pt of goods:

(DODI NST 7000.14-R, Vol. 13, App. C
para. (050801 and CO0604H;

BUPERSI NST 7043. 1A, para. 219 and
406)

(1) The itens nane and description?
(2) The quantity ordered?

(3) The designated price?

(4) Signature of purchasing agent?

(5) Date and terns of delivery?

I A N B A O N A
O O0oO0o0ootd

(6) Ternms of paynent?

Is the authority of the purchasing
agent described in witing by the
contracting officer?

DCD 7000. 14-R, vol. 13, app. C
para. C050801; BUPERSI NST 7043. 1A,

para. 106) [] []
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(1) Does the contractor have a NAF Yes No
contracting warrant issued by
NAVPERSCOM ( PERS- 65) ? [] []

(2) Is the contracting authority
restricted from bei ng del egat ed

to others? [] []

(3) Are NAF contracting appointnents
reviewed annually by the COto
ensure a valid need/requirenent

still exists for the warrant? [] []

(4) |Is adequate training provided
for all personnel involved in

the procurenent process? [] []

(5) Are NAF contracting warrants
restricted fromever being used

to contract with APF? [] []
Are all oral calls against
(DOD 7000. 14-R, vol. 13, app. C

para. C050803; BUPERSI NST 7043. 1A,
para. 304)

(1) Nunbered in sequence?

(2) Approved by persons authorized
to make calls?

(3) Docunented with

[]

(a) BPA nunber ? []

[]

(b) Call nunber and date? []
(c) Quantity ordered if

different fromthat on
request fornf

[]
(d) Date of deliveries? [] []
No
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(4) Limted to calls of $5,000 or

| ess? [] []

Are all contracts for entertai nnent
in the format shown in appendi x B of

BUPERSI NST 1710. 13, para. 2142 [] []

For food procurenent, has the club
made a weekly marketing spread
sheet |isting the prices charged by
| ocal vendors and the Defense

Comm ssary Agency (DECA) for each
iten? BUPERSINST 1710. 13, para.

510) [] []

For al coholic beverages, were
distilled spirits purchased by the
Navy Exchange package store sold to
the Navy club at cost, plus the

cost of transportation? (BUPERSINST

1710. 13, para. 511) ] []

Are all purchases of nerchandi se,
supplies or property incident to

the i nprovenent or operation of a

cl ub program purchased from

federal procurenment sources Defense
Service Adm ni stration (DSA),

Federal Supply Service (FSS), GSA,
NEXCOM agr eenent, bull eti ns,
exchanges, conm ssaries, etc.)? Note:
Only when the nmaterials required are
not avail able, may conmercial sources
be used. (BUPERSI NST 7043. 1A, para.

208) [] []

Were entertai nnent contracts that
cost the activity over $2,500 per
performance or contracts that
exceeded $5, 000. 00 per financia
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period (accounting nonth) approved Yes No
in witing in advance by the CO?
(BUPERSI NST 1710. 13A, para.

101e(6) (b) and 214) [] []

u. List the nane of each entertainer
performng in the club for the test
period. Ask the bookkeeper at all
other clubs on station if any of
these entertainers are used by the
other clubs. |s each entertainer
chargi ng each club the same anount
for the sane entertai nnent on the
same nights in the week?

( BUPERSI NST 1710. 13, para. 214) [] []

v. Are all vehicles that were
pur chased during the test period
regi stered centrally w th NAVPERSCOM
( PERS- 656) ? ( BUPERSI NST 1710. 11B

encl. [7], para. 5) [] []

w. Does the purchaser retain one copy
of all issued purchase orders? (DOD
7000. 14-R, vol. 13, app. C para.

C0604H) [] []

X. |Is there a record of bids and
awar ds? (BUPERSI NST 7043. 1A, para.
217; SECNAVI NST 7043. 5A; BUPERSI NST

1710. 13A, para. 509) ] []

y. |Is the splitting of purchases to
circunvent the $5,000 limitation
W t hout soliciting conpetition
avoi ded? (BUPERSI NST 7043. 1A,
para. 203 and 404) [] []

5.32. Receiving
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Are receiving agents authorized in Yes No
witing to receive nerchandi se? (DOD
7000. 14-R, vol. 13, app. C para.

Q050901) [] []

Has soneone been aut horized as an

alternate to receive deliveries in

t he absence of the designated

recei ving agent? (DOD 7000. 14-R,

vol . 13, app. C, para. Q050901) [] ]

Does the receiving agent stanp and
sign all receiving copies of
purchase orders "Recei ved (date)
found satisfactory and accepted
(nanme)? (DOD 7000.14-R, vol. 13,
app. C para. C050902; BUPERSI NST

7043. 1A, para. 706) [] []

Is the quality exam ned upon
receipt? Is the itemregularly
returned with the shipper when the
itemis defective?

(DOD 7000. 14-R, vol. 13, app. C
para. C050902; BUPERSI NST 7043. 1A,

para. 706) [] L]

Is the quantity received recorded
on both copi es of the purchase
order? (DOD 7000.14-R, vol. 13,

app. C, para. C050902) [] []

Are serial nunbers of NAF

equi prrent received recorded on both
copi es of the purchase order when
recei ved? (DOD 7000.14-R, vol. 13,

app. C, para. C050902) [] []

Do the receiving clerks accept

only those deliveries that are
covered by purchase orders or
contracts? (DOD 7000.14-R, vol. 13,

app. C, para. C050902) [] []
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h. Wen nerchandi se is received by Yes No
t he departnent or storeroom and
i medi ately transferred to anot her
departnent or storeroom are both
copi es of the purchase order and the
vendor's delivery slip countersigned
by the person to whomthe inventory
is turned over? (DCOD 7000. 14-R,

vol . 13, app. C, para. C050902) ] ]

i. Is a copy of the purchase order
retained in the receiving area for
future reference? (DOD 7000. 14-R,

vol. 13, app. C, para. Q050902) [] []

j. Is all nmerchandi se placed
imediately in | ocked storeroom or
sent to an operating departnent?
(DOD 7000. 14-R, vol. 13, app. C

para. Q050905) [] []

k. Does the purchaser initial each
charge when itens received are
different fromitens ordered prior
to recei pt of nerchandise? (DOD
7000. 14-R, vol. 13, app. C para.

C050904 and C050905) ] []

5.4. Accounts Payable Procedures (Priority (1))

a. The person assigned should obtain or prepare a listing
of outstandi ng accounts payable and contracts. This listing
shoul d cl assify (age) the account bal ances into one of three
categories as those outstanding

(1) less than 30 days,

(2) 30 to 60 days, and
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(3) over 60 days. The nunber of days outstanding is
conputed fromthe date of the first unpaid invoice. The bal ance
sheet accounts 201 "Accounts Payable - Trade" and 202 "Payable -
O her" should be verified to this listing.

b. The total of the unpaid invoices or subsidiary |edger
anounts shoul d equal the general |edger bal ance. Ascertain the
reason for any difference.

c. The person assigned should randomy sel ect accounts | ess
than 30 days ol d, including accounts closed within the past 29
days, and all accounts 30 or nore days old. Trace the purchases
(credits) for each individual account to the source
docunent ati on

d. Trace paynents (debits) for each individual account to
t he source docunentation. Determ ne whether the total anobunts
on the source docunentation equal the anounts entered to the
accounts and vendor's invoices. Exam ne the canceled checks to
verify whether both the correct anmount of paynment and the
endorsenents are those of the payee. Investigate all third
party checks to determ ne whether an activity enpl oyee may have
recei ved the check proceeds. |If the cancel ed checks are not
avai lable at the tinme of review, they should be exam ned upon
recei pt from RAMCAS

e. The person assigned should conpare recreation and cl ub
funds obligated to the approved budgets to identify significant
overruns, which have not been approved by the CO dub
purchases of fixed assets should have been specifically
identified in the approved budget.

f. Through inquiry, and a review of the accounts payable
during the first nonth following a test period, the person
assigned should determine if any accounts payable were actually
debts of the review period. (Note: Deferring the recording of
purchases will inflate the test period' s gross profit.)

g. Extend the review work to include the devel opnent of
i nformati on concerning each internal control question answered
"No". Wien feasible, use the selected individual accounts to
devel op this information.

h. Using the list of selected accounts payabl e (whet her paid
in full or not) the person assigned should consider mailing
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confirmati ons to debtors. Cbserve the procedures and controls
contained in the accounts receivabl e section when confirm ng
debts. A pre-addressed, franked envel ope should be provided to
vendors to assure return.

i. Any discrepancies arising fromthe confirmation of
accounts payabl e should be exam ned to determ ne the reason.

5.5. Internal Control Questionnaire - Accounts Payabl e

Yes No

a. Are all invoices approved and
certified as correct by the manager
or ot her responsible enployee prior
to processing for paynent? (DOD
7000. 14-R, Vol . 13, App. C para.
C051002; RAMCAS User Handbook, Duty

IV, Task 1) [] []

b. Are paid invoices stanped or
perforated with the notation "Paid"
with check date and nunber to
preclude their duplicate paynent?
(DOD 7000. 14-R, Vol . 13, App. C

para. C051001) [] []

c. Is there a definite responsibility
for checking invoices for accurate
prices, extensions and di scount
ternms? (DCD 7000.14-R, Vol. 13,

App. C, para. C051001) [] L]

d. Are all paynents for goods and
services properly supported and
controlled? (DOD 7000.14-R, Vol .
13, App. C, para. Q051001 and

0051002) [] []
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e. Are all discounts offered taken? Yes
(DCD 7000. 14-R, Vol . 13, App. C

para. C051002) [] []

f. Are invoices checked by the
bookkeeper agai nst purchase order
and receiving docunents and st anped
"Accuracy confirmed and paynent nade
(date) by (nane)" or words to that
effect? (DODI NST 7000.14-R, Vol.

13, App. C para. Q051002) [] []

&

g. Does the bookkeeper wait for
recei pt of invoice fromthe vendor
prior to making paynent? (DOD
7000. 14-R, vol. 13, app. C para.
Q051001 and C051002) [] []

h. |Is there enough cash avail abl e as
shown on the bal ance sheet to pay
the total of all current
liabilities? (DOD 7000.14-R, vol.

13, app. C, para. C0208) [] []

5.6. Accruals (Priority (2))

5.61. bj ectives. To determ ne whether the procedures being
used by the bookkeeper are adequate to ensure that the actual
expenses incurred, but not paid, are assigned to the proper
accounting period. Failure to do so could lead to incorrectly
mat chi ng the revenue collected to the expenses incurred in
obtai ning that revenue.

5.62. Accrual Procedure. Accrued expenses are reported to
RAMCAS on an accrual or a general journal voucher (&V). The
contra entry is to be nade to the appropriate current liability
account.

a. Each accrual at nonth-end should be supported by
bookkeeper nmi ntai ned worksheets. The anounts related to the
payrol |l accounts should come fromthe tinecards. The rate of
pay should be verified for each enployee and all tinme should be
part of the accrual, including holidays.
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b. For wages payable, the accrual should be for the anount
owed to enpl oyees fromthe | ast payday through the end of the
nont h.

c. Accrued annual | eave payabl e should be the bal ance of
all | eave payable as of the [ast payday. It should be conputed
fromthe enpl oyee | eave records.

d. Al taxes payable are the taxes owed IRS and the State
since the | ast paynment. The payroll should support the anount.

e. Payroll deductions payable should be that anmpbunt owed to
t he bank since the |ast paynment. It should never exceed one pay
period' s deducti ons.

f. Insurance payable should be the anobunt owed for al
enpl oyees since the |ast paynent. The anount should be verified
to the payroll.

5.63. Docunentation. Since no questions are asked in this
section, it is inperative that supporting docunents be prepared.
They shoul d include a description of efforts taken to exam ne
each account's balance with attached conputations.
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Section 6. CASH DI SBURSEMENTS

6.1. bjectives. The reason for exam ning di sbursenents is to
test the activity's systemfor authorizing and paying its bills.
The di sbursenent of cash is related to the receipt of services
(payrolls and contracts), purchase and recei pt of nerchandi se
for resale, supplies, and fixed assets (buildings, equipnent,
and vehi cl es).

a. Persons assigned should be constantly aware of these
rel ati onshi ps when revi ewi ng di sbursenents so that the reason
behi nd the di sbursenents can be understood. By doing this,

di sbursenents can be reviewed within a context of their
reasonabl eness in achieving the activity's purposes.

b. Check stock of the concentration bank account is issued
to the activities by RAMCAS. Check stock of inprest bank
accounts is issued to the activity by the | ocal bank. The
bookkeeper shoul d verify whether the checks are correct and the
quantity ordered is received.

6.2. Procedures. (Priority (1)) Review the disbursenent
journal or copies of the RSWCs which were exam ned as part of
the revi ew of accounts payable, payroll, inventory and fixed
assets.

a. Review prior audit and review reports and work papers to
beconme famliar with the type of transactions that indicated
internal control weaknesses or were questioned. These types of
di sbursenents, which recurred during the test period, should be
exam ned.

b. Look for such transactions in other periods during the
fiscal year. Enter the infornmation devel oped by these reviews
on a wor ksheet.

c. Additional disbursenents to be selected for exam nation
are determ ned as foll ows:

(1) Scan the RSWC file or checks listed in the
di sbursenent journal for any unusually |arge anmounts of nobney or
new payees.

(2) Disbursenents for capitalized fixed assets.
(3) Random sel ection of RSWCs.
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d. List these disbursements on a worksheet. Performthe
followi ng verification for each Iisted RSWC. Ensure that the
signature on the checks is an authorized signatory by conparing
the nane with the current signatory card for the account.

(1) I'nvestigate all checks nade payable to a bank or
activity enpl oyee other than regul ar payroll disbursenents.

(2) Conpare endorsenents on the check with the nane of
payee.

(3) Investigate doubl e endorsenents where the second
endorsenent is that of an activity enpl oyee.

(4) Ascertain the validity of cash di sbursenents by
conparing the data on the purchase orders, receiving reports,
vendors' invoices, and other related supporting docunents with
the accounting entries shown on the RSWCs.

(5) Trace the posting of the accounting data fromthe
RSWC to the detail general |edger, subsidiary |edgers, and stock
record cards, where applicable, and determ ne its accuracy.

(6) Verify that purchase orders, contracts, and al
rel ated supporting docunents are stanped or perforated "PAID
wi th check date and nunber or annotated in a way to prevent
reuse.

(7) Verify whether the RSWCs were properly recorded in
t he budget record.

6.3. Internal Control Questionnaire

6.31. Cash D sbhursenents Yes

&

a. Are printed, prenunbered
di sbursenent checks used, kept in
secure locations and issued in
numeri cal sequence by soneone ot her
than the check preparer? (DOD
7000. 14- R, vol . 13, app. C, para.

C051001) [] []
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Are checks presented for signature

acconpani ed by supporting docunents;

i.e., invoices, and evidence of
recei pt and acceptance of goods and
servi ces signed by an authorized
enpl oyee? (DOD 7000. 14-R, vol 13,
app. C, (0051002, RAMCAS User

Handbook, Duty V, Task 1)

Are voided checks nutil ated by
cutting off the signature area and
witing "VOD' in the "anmount”
space? (DOD 7000.14-R vol. 13,
app. C, para. C051001; RAMCAS User

Handbook, Duty V, Task 1)

Do the entries on the transmttal
envel ope sent to RAMCAS agree with
t he check nunbers and amounts of
check copies enclosed in the

envel ope? (RAMCAS User Handbook,

Duty 111, page B-27)

Are cancel ed checks returned by
RAMCAS exam ned for validity of
i ssuance and whet her the payee
endor sed the check? DOD 7000. 14-R

vol. 13, app. C, para. C050606)

Are all disbursenents, except those
frompetty cash, nade by check?
(DOD 7000. 14-R, vol. 13, app. C

para. (Q051001)

Do checks in the anmobunt of $20, 000
or nore have two authori zed

signatures? (RAMCAS User Handbook,
Duty V, Task 1; DOD 7000.14-R, vol.

13, app. C, para. Q051001)
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6.32. Prohibited Di sbursing Practices. Yes No
"Yes" answers to the follow ng
guestions indicate that the person
assi gned shoul d obtain additional
information, follow ng procedure
6.2d and e. These practices are a
violation of basic internal controls
and present an opportunity for fraud.

a. Are checks payable to "Cash" or
"Bearer" or sonme simlar payee
prohi bited? (DOD 7000.14-R, Vol .

13, app. C, para. C051001) [ ] []

b. Are checks signed before the
payee's nane/anount is entered
t hereon? Are any checks
pre-signed for tinmes when the
manager is on | eave? They should
not be. (DCD 7000.14-R, vol. 13,

app. C, para. C051001) [] []

6.4. Internal Revenue Service (IRS) Reports. (Priority (2)) The
following IRS forns are required to be forwarded to the IRS by the
activity on or before the |last day of February for the previous
cal endar year.

a. Form 941, Enployer’s Quarterly Tax Return

b. Form 1096, Annual Summary and Transmittal of U. S
I nformati on Returns

c. Form 1099-M SC, M scel | aneous | ncone
d. Form W2G Certain Ganbling W nni ngs

Note: The person assigned should verify whether paynents made
to individuals for services rendered (e.g., entertainers,
referees, instructors), aggregating to $600 or nore during a

t axabl e year, have been reported to I RS on Form 1099, DCD
7000. 14-R, vol. 13, per para. C050502.
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Section 7. PAYROLL

7.1. (Objective. Payroll is normally the |argest single cost of
an MAR fund. Accurately prepared pay checks issued each pay day
are essential to maintaining enployee norale. A properly

desi gned pay system assures that only bona fide enpl oyees are
paid for the hours worked at authorized rates. It also
accurately records the accrual and use of |eave, and produces
correct payroll tax reports.

MAR funds use one of three payroll procedures. One procedure is
the centralized pay system whi ch generates checks drawn on the
concentration bank. The second and third are systens operated
by a local MAR fund; checks are drawn agai nst either the
concentration bank account or an inprest account at a | ocal

bank.

The purpose of review ng payroll is to determ ne whether

a. staffing levels have been established and included in
t he budget,

b. persons enployed fill authorized and cl assified
positions, and that the payroll system

(1) conputes pay, deductions, and | eave;
(2) maintains individual earnings records;
(3) produces payroll reports; and

(4) issues payroll checks on payday, all with a high
degree of accuracy.

7.2. Procedures. (Priority (1)) The person assigned to
performthe review should obtain a listing of approved
positions, which support the budget. Select a sanple, biweekly
pay period during the test period. The person assigned should
list the nanes of the enployees randomy selected on a

wor ksheet. Using the payroll journal, the enployees' individual
earni ngs records, |eave records and rel ated supporting docunents
(e.g. tinme cards/sheets, work schedul es, |eave applications,
overtinme authorizations), together wwth the sel ected personnel
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files, the person assigned should performthe follow ng steps
for each enpl oyee and record the data on the worksheet.
a. Ascertain if each enployee fills an authorized position.

b. Verify that the rate of pay shown on the payroll is
substanti ated by the grade and step or pay band shown on the
Personnel Action Report (PAR) and the DOD wage rate schedul e or
pay bands in effect during the applicable pay period.

c. Examne the tinme cards/sheets for authorized changes and
approval by the supervisor. Determ ne the actual hours for
whi ch the enployee is to be conpensated. The actual hours
shoul d be conpared with the approved work schedul es.

d. Check the gross pay cal cul ati ons and det erm ne whet her
enpl oyees are being properly conpensated for regular hours,
overtime, night shift differential, Sunday prem um holiday, and
| eave pay.

e. Verify that the gross pay and distribution of expenses
for each enpl oyee have been correctly recorded on the payrol
j our nal

f. Verify that all payroll deductions are correctly
conput ed and supported by authorizations signed by the enpl oyee.
Aut hori zations for taxes and enpl oyee benefits should be on file
in the personnel folder. Oher deductions (e.g. credit union,
Federal canpaign, etc.) should be on file in either the
personnel folder or the payroll section.

g. Determne the accuracy of the net pay for each enpl oyee
(gross pay | ess deductions equal s net pay).

h. Verify that annual and sick | eave earned was correctly
conputed and recorded on the enpl oyees' |eave records. Al so,
verify that annual and sick | eave taken (as substanti ated by
approved | eave requests) were properly recorded on the
enpl oyees' |eave records.

i. Verify that earnings, deductions, and net pay on the
payrol |l journal agrees with the anobunts on the individual
earni ngs records.

j. Trace the accounting data fromthe payroll journal to
the detail general |edger via the payroll sunmary.
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k. Conpare the quarterly gross pay for all enployees to the
anounts reported to the IRS on IRS 941, Enployer's Quarterly
Federal Tax Return, and verify that the required paynents for
wi t hhol di ng and social security taxes were made in a tinely
manner .

| . Exam ne the procedures and determ ne the accuracy of
accrued wages and annual |eave at the end of the accounting
period under review. (see section 5.6 - Accruals)

m  For funds where payroll checks are drawn agai nst the
concentration bank account, the procedures for review ng
cancel ed checks are outlined in paragraph/ 2.22 of section 2.

For funds where payroll checks are drawn agai nst an i nprest bank
account, conpare endorsenents for authenticity and investigate
doubl e endorsenments where the second endorsenent is that of an

enpl oyee of the fund. |In addition, verify that the anount
deposited for each pay period during the quarter is in agreenent
with the total net pay anount recorded on the payroll journal.

Note: Any discrepancies in the above steps nust be explained in
separate docunentation

7.3. Internal Control Questionnaire and Suppl enmental Procedures

7.31. General Yes No
a. Are all activity positions in the
approved staffing level included in
t he approved budget ?
(DCOD 7000. 14-R, vol. 13, app.C

para. C0203) [] L]

b. Does nanagenent control positions
to assure persons are not enployed
to fill positions which are not
aut hori zed, or which exceed the
grade | evel s or pay band range as
classified? (SECNAVI NST 5300. 22A,

chapter 11, para. 2 and BUPERSI NST
5300. 10) [] []
c. Has the CO del egated classification Yes No

authority for NAF positions through
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pay band 4 to the nmanager of the
fund (MAR director)? BUPERSI NST

5300. 10) [] []

Were all new positions projected
for pay bands 5 and 6 classified by
NAVPERSCOM ( PERS- 653) prior to

recrui tment? (BUPERSI NST 5300. 10) [] []

Is there a position description on

file that corresponds to the

enpl oyee's current pay grade?

( BUPERSI NST 5300. 10) [] []

Are enpl oyee additions and del etions
fromthe payroll, as well as changes
in pay and pronotions, evidenced by
an approved PAR? (BUPERSI NST

5300. 10) [] []

Are Crafts and Trades (C&T) (NA, NL
and NS) enpl oyees paid at rates
established for the classified grade

and step? (BUPERSI NST 5300. 10) [] []

Are pay rates for NAF and Ceneral

Schedul e Equi val ent (GSE) enpl oyees
within the range of the assigned pay
bands establi shed by DOD Wage Fi xi ng

Aut hority? (BUPERSI NST 5300. 10) [] []

Are National Agency Checks (NACs)
performed for all nmanagenent and
hourly paid supervisory enpl oyees,
child care enpl oyees and ot her
enpl oyees in custody of
funds/inventories in excess of

$5,000? ( BUPERSI NST 5300. 10) [] []
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Are mlitary personnel assigned to Yes No
clubs as mlitary duty enpl oyed only

as manager/ assi stant manager or in

support of the essential feeding

function in a consolidated nmess or

comm ssioned officers' mess?

( BUPERSI NST 5300. 10) [] []

Mlitary assigned nmanagers worki ng

ina NAFl as mlitary duty should

not be working at the same NAFI al so

as an enpl oyee on a part-tine

basis. Do any do this? |If so,

list their names. (BUPERSINST 5300.10) [ ] []

Are properly authorized personal
service contracts used only for
t hose positions which do not require
t he enpl oynent of an individual on a

continui ng basis? (BUPERSINST 5300.10) [ | []

Are nmenbers of the sane famly
prohi bited fromworking in positions
where favorable payroll treatnment or

col l usi on may occur? (BUPERSI NST 5300.10) [ ] []

Are any regular full-time or regular
part-time enpl oyees hol ding two or
nore part-tinme jobs at different
funds prohibited from working nore
than 40 hours a week? (BUPERSI NST

5300. 10) [] []

Are payroll conputations checked by
someone ot her than the person who
prepares the payroll?

(DOD 7000. 14-R, vol. 13, app. C

para. C051101F) [] []

Are all enpl oyees paid by check (not
required in paynent of foreign
national s)? (DCOD 7000.14-R, vol.

13, app. C, para. CQ051101A) [] []
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s the fund prohibited from cashing
payrol |l checks of its own enpl oyees?
(DOD 7000. 14-R, vol. 13, app. C

para. C050603C)

Are uncl ai ned payroll checks voi ded
after 2 weeks fromthe date of
i ssue? (DOD 7000.14-R, vol. 13,

app. C, para. (C051101l)

Are all payroll checks annotated or
stanped "Void after 60 days?" (DOD
7000. 14-R, vol. 13, app. C para.
C0511011)

Are enpl oyees who receive gratuities
and cash tips in the anount of

$20 or nore during a cal endar

nmonth reporting such earnings to
managenent on or before the 10th

day of the follow ng nonth; and are
such amounts included in the

enpl oyees gross wages? (DOD

7000. 14-R, vol. 13, app. C para.
0051102D)

Are sal ari es and wages earned and
not paid at the end of an accounting
peri od recorded as accruals in the

general |edger? (DOD 7000.14-R, vol.

13, chap. 1, para. 010301 and RAMCAS
User Handbook, Duty |1, Task 3, Page

B- 23)

I s the paynent of nonetary
suppl enents to enlisted personne
assigned to key managerial positions

prohi bi ted? (BUPERSI NST 5300. 10)

Are civil service and NAF enpl oyees

prohi bited fromreceiving conpensation

for nore than one position in the
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Yes No

[] []
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Yes No

[] []

The person assigned shoul d

al so exam ne tinme cards, work schedul es, and payroll to
determ ne the foll ow ng:

a.

7.33.

Are witten approved work schedul es
available for all regular full-tine,
regular part-tinme, and flexible
schedul ed enpl oyees?

(DOD 7000. 14-R, vol. 13, app. C

para. C051101B)

(1)

(2)

(3)

Are all changes to the approved
wor k schedul e(s) authorized in
witing by the manager or their
desi gnated representative? (DCD
7000. 14-R, vol. 13, app. C

para. C051101B)

Are full-time enpl oyees
schedul ed for at |east 35 hours

per week? (BUPERSI NST 5300. 10)

Are time cards conpared to work
schedul es before preparation of
the payroll? (DOD 7000. 14-R,

vol. 13, app. C, para. Q051101D)

Night Shift Differential Pay

Has | ocal policy been established
in witing to substantiate the
paynment or nonpaynment of night shift
differential pay for NAF and GSE
enpl oyees? (BUPERSI NST 5300. 10)
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b. |Is the paynent or nonpaynent of Yes No
night shift differential pay to NAF
and GSE enpl oyees in conformty with
|l ocal witten policy? (BUPERSINST

5300. 10) [] []

c. Are reqgularly scheduled C& T
(NA, NL and NS) enpl oyees pai d night
shift differential pay at:

- 7 Y percent of the schedul ed
rate of pay for the entire shift
when the majority of the regularly
schedul ed non-overti me whol e hours
wor ked occur between 1500 and

24007 (BUPERSI NST 5300. 10) ] []

- 10 percent of the scheduled rate
of pay for the entire shift when
the majority of the regularly
schedul ed non-overtine whol e
hours wor ked occur between 2300
and 0800? (BUPERSI NST 5300. 10)

d. 1Is night differential paid in
addition to holiday and overtine
pay? (BUPERSI NST 5300. 10) [] []

7.34. Sunday Prem um Pay

a. Has local policy been established
in witing to substantiate the
paynent or nonpaynent of Sunday
prem um pay for regularly schedul ed
full-time (40 hours per week) NAF
and GSE enpl oyees? ( BUPERSI NST

5300. 10) [] []

b. Is the paynent or nonpaynent of
Sunday prem um pay to NAF and GSE
enpl oyees in conformty with the
| ocal witten policy? (BUPERSINST

5300. 10) [] []
c. Are C&T (NA NL and NS) enpl oyees Yes No
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that are regularly schedul ed to work
40 hours a week properly conpensated
for? (BUPERSI NST 5300. 10) [] []

d. Do only regularly schedul ed 40 hour
a week enpl oyees receive Sunday
prem um pay up to a nmaxi mum of ei ght
hours each shift? (BUPERSI NST

5300. 10) [] []

e. Are only those enpl oyees who are
entitled to Sunday prem um pay
receiving premumpay for the entire
shift when part of their schedule is
for time after 2400 Saturday ni ght?

( BUPERSI NST 5300. 10) [] []

7.35. Overtine. Sanple tine cards, and choose sone who either
work nore than 8 hours in one day or 40 hours in a week

a. Are C& T (NA NL, and NS) enpl oyees
paid at the overtine rate for al
hours and fraction of hours worked
in excess of 8 hours in a day or 40
hours in a week? (BUPERSI NST

5300. 10) [] []

b. Are NAF and GSE nonexenpt enpl oyees
paid at the overtine rate for al
hours and fraction of hours worked
in excess of 40 hours in a week?

( BUPERSI NST 5300. 10) [] []

c. Are those enployees that are
entitled to night shift differential
pay conpensated at one and one-half
times the rate of basic pay for al
overtinme hours worked? (BUPERSI NST

5300. 10) [] []
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d. |Is overtine pay conputed to include Yes
only the rate of basic pay?

( BUPERSI NST 5300. 10) [] L]
L]

e. Is all overtine approved in
advance? (BUPERSI NST 5300. 10) []

f. Are only those enpl oyees that are
exenpt fromthe overtine provisions
of the Fair Labor Standards Act
(FLSA) granted conpensatory tinme off
in lieu of overtine pay?
( BUPERSI NST 5300. 10) [] []

g. |Is overtine paid or conpensatory
time off granted for executive staff
(FLSA exenpt), the head of the |oca
NAFI or the enpl oyee's supervisor?

( BUPERSI NST 5300. 10) [] []

7.36. Annual and Sick Leave Pay

a. Are all flexible enployees
prevented fromreceiving annual and
sick | eave credits? (BUPERSI NST

5300. 10) [] []

b. Are all regular full-tinme and
regular part-tinme enployees all owed
to earn annual and sick |eave at the
rates established by Navy policy?

( BUPERSI NST 5300. 10) [] []

c. Wen enpl oyees are on | eave are
t hey:

(1) Paid for regularly schedul ed
hours that do not exceed 40 in
t he enpl oyee' s basi c wor kweek?

( BUPERSI NST 5300. 10) [] L]

C 11 Encl osure (1)



BUPERSI NST 7510. 1A

7 Mar 2001
(2) Charged for |eave only for Yes No
t hose days schedul ed to work?
( BUPERSI NST 5300. 10) [] []

d. Are enpl oyees conpensated for
annual or sick |eave only on
schedul ed wor kdays? ( BUPERSI NST

5300. 10) [] []

7.37. Holiday Pay

a. Has local policy been established
in witing to substantiate the
paynment or nonpaynent of holiday pay
for flexible NAF and GS enpl oyees?

( BUPERSI NST 5300. 10) [] []

b. Is the paynment or nonpaynent of
hol i day pay to flexible NAF and GS
enpl oyees in conformty with |ocal

witten policy? (BUPERSINST 5300. 10) [] []

c. Are all regular full-time and
regul ar part-tinme enpl oyees, that
are excused fromwork because of a
hol i day, paid for schedul ed hours on
the holiday at their basic rate of

pay? (BUPERSI NST 5300. 10) [] []

d. Are regular full-tinme and part-tine
enpl oyees paid their rate of basic
pay for work performed on a holiday
plus premumpay at a rate equal to
their rate of basic pay for the

hol i day? ( BUPERSI NST 5300. 10) [] []
e. Are all flexible scheduled C & T and

trades enpl oyees pai d hol i day
prenmi um pay? (BUPERSI NST 5300. 10) [] []
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f. Is holiday prem umpaid for work in Yes No
addition to overtime, night shift
differential, and/or prem um pay for
Sunday work? (BUPERSI NST 5300. 10) [] []

7.38. Wthin Gade Increases (For C & T (NA, NL, and NS)

enpl oyees ONLY). Select a sanple of the C & T enpl oyees' records
to be examned. Determne if the enpl oyees have been granted

Wi thin grade increase in the tine sequences per Federal

Per sonnel Manual (FPM supplenent 532-2, para. S8-5. Internal
control questions.

a. Are C & T enployees, with a work Yes No
performance rating of satisfactory
or better, automatically advanced to
t he next higher rate of their grade
at the beginning of the first pay
period follow ng conpletion of the
required waiting period? (FPM
suppl ement 532-2, para. S8-5) [] []

b. Are all within grade increases
substanti ated by an approved PAR?

( BUPERSI NST 5300. 10) [] L]

7.39. Lunp Sum Leave Paynents. Exam ne
| unp sum | eave paynents for
enpl oyees who have | eft NAF
enployment. Did the |unp sum | eave
paynent :

a. Include night differential (7.5
percent or 10 percent) based on
previously schedul ed work? (FPM

Suppl ement 532-2, para. S8-4c) [] []

b. Exclude Sunday prem um pay for
t hose 40 hour a week full-tinme and
fl exi bl e enpl oyees that were
regul arly scheduled to work on
Sunday? (FPM Suppl enent 532- 2,

para. S8-4e) []

[]

c. Include the total nunber of Yes

&
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accrued annual | eave hours earned
with any fractional parts of an hour
rai sed to the next whol e nunber? [] []

d. Exclude any paynents for unused
sick | eave? (BUPERSINST 5300. 10)

7.391. Wbork Performance Apprai sa

a. Are annual work perfornmance ratings
conducted at |east every 14 nont hs?

( BUPERSI NST 5300. 10) [] []

7.4. Controlled Pay Check Distribution. The person assigned
shoul d consi der observing the distribution of payrol
checks/ enpl oyee | eave and earnings statenents to determ ne that
the recipients are the enpl oyees whose nanes are on the payroll.
A preferable nmethod is for the person assigned to conduct the
review to distribute the checks/| eave and earnings statenents in
the presence of the person who normally rmakes the distribution.
Extrenme care nust be taken to account for all checks,
particularly those situations where checks are mailed directly
to a bank, where one enpl oyee customarily picks up anot her

enpl oyee' s check, or when an enployee is absent. The person
conducting the review should retain such checks in a | ocked
safe, until the absent enpl oyee personally identifies hinself.
Exceptions are permtted when the authenticity of the enpl oyee
can be established, the enployee is on extended | eave or
Tenporary Duty (TDY), or the absent enpl oyee has filed a witten
aut hori zation. Enpl oyees receiving checks/| eave and earni ngs
statenments should sign a copy of the payroll register, or other

signature control list. Signatures of enployees who sign for
recei pt of paychecks should be verified agai nst the governnent
i ssued NAFI 1.D. card. Checks payable to persons not entitled

thereto shoul d be retained by the person assigned to conduct the
review and referred to the CO for further investigation

C 14 Encl osure (1)



Section 8

8.1

8.2

8.21

8. 22

8. 23

8.3

8.31

8. 32

8. 33

8. 34

8.35

8.4

8.41

8.42

8.421

8.422

Section 9

9.1

9.2

BUPERSI NST 7510. 1A

7 Mar 2001
PART D
THE CONVERSI ON CYCLE

PAGE
Mer chandi se and Consumabl e Inventory............. D3
QD] BCL T VES. . ot D3
Procedures. . ... ... ... D4
Cbservation of Physical Inventory................ D4
Val uation of Inventories......................... D-5
O her Inventory Considerations................... D5
Internal Control Questionnaire................... D6
I nventory Managenent................ ... ... ... D6
Recei pt of Merchandise........................... D8
Resale Inventories........... ... ... ... D-8
| SSUES. . . . D-9
Physical Inventory........ ... . ... .. . . . .. D9
Retail Accountability............................ D10
Procedures. . ... D11
Internal Control Questionnaire................... D 13
Bar Retail Accountability........................ D 13
Food Retail Accountability....................... D 15
Fixed Assets. . ... ... .. D17
QD] BCLT VES. . o D 17
Procedures. . ... ... D18

D1 Encl osure (1)



9.21

9. 22

9.23

9.24

9.3

BUPERSI NST 7510. 1A

7 Mar 2001
Gbservation of Inventory............... .. ... ..... D 18
Property Over and Short.......................... D 18
Verification of Depreciation and Book Value...... D19
Rental /Issue Property......... ... .. ... D 19
Internal Control Questionnaire................... D 20

D2 Encl osure (1)



BUPERSI NST 7510. 1A
7 Mar 2001

Section 8. MERCHANDI SE AND CONSUMABLE | NVENTORY

8.1 hjectives. Inventories constitute a |arge part of al
current assets and are nore susceptible to major errors and
mani pul ati on than any other current asset, except cash.
Therefore, it is essential that all persons assi gned understand
i nventory procedures per DOD 7000. 14-R, volune 13, appendi x C,
par agr aph C051205.

a. Any indications of theft, fraud, or m snmanagenent shoul d
be brought to the attention of the local "hot Iine" office or the
CO immedi ately. dubs have resal e nerchandi se |located in
departnments (point of sale) and in central storeroons/warehouses.
These inventories should be entered on the official records of the
activities at cost.

b. Resal e nerchandi se should be charged to the appropriate
MAR departnment(s) and entered on the official records by using
both cost and retail val ue.

c. Local nanagenent should determ ne the frequency of
physi cal inventories during the year. Resale inventory
verification should be perforned in Decenber, March, June, and
Sept enber but may be taken nore frequently. Food and beverage
resal e inventories should be perforned nonthly.

d. Merchandi se and consumabl e i nventori es should be
reviewed to ascertain

(1) effectiveness of internal controls over inventories;
(2) accuracy of the physical counts of inventories;
(3) quality or condition of the inventories;

(4) accuracy of pricing, extensions, and total val ue of
i nventories;

(5) correctness of the inventory anmounts depicted on the
bal ance sheet; and

(6) tinmeliness with which adjustnments are nmade to
correct the account bal ances.
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8.2. Procedures

8.21. (oservation of Physical Inventory. The physical
inventory verification should be perfornmed by activity
personnel . Independent, inpartial people should be assigned to
observe the schedul ed physical inventories. Scheduling and
timng should be a coordinated effort of managenent and the
persons assigned to conduct the review to achi eve maxi num
coverage with the available staff and their nanmes and position
titles should be recorded on the official inventory records to
val i date each inventory.

a. Peopl e assigned should determ ne whether inventory
procedures outlined in DOD 7000.14-R, volune 13, appendix C,
paragraph C051205, are being followed. Any discrepancies, which
m ght result in incorrect counts or valuation, should be
di scussed wi th managenent, docunmented in the working papers, and
included in the report.

b. Prior to commencing the review, the people assigned
shoul d obtain a conplete listing of all itens to be inventoried
by type, department, storeroom and |ocation. The total nunber
of itenms to be test counted should neet the foll ow ng
per cent ages for each category:

Per cent age of Tot al

Meats and |i quor 20
Tobacco 20
Recreation Funds (all departnents) 20
Food, exclusive of neats 10
Suppl i es and repl acenents 10
O her resale 10
Sundri es 5
c. Imediately after activity personnel have conpl eted

their earliest counts the person assigned should count the
selected itens. Should there be a difference, the person
assi gned should recount to determ ne which count is correct.
Results of counts should be recorded in the work papers. The
counter's tally is not corrected in the workpapers since the
purpose of this part of the reviewis to test the accuracy of
the work done by the counters.
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d. Errors nmade by the counters should be discussed with
managenent, not with the counters. This should be done during
t he physical inventory so that counters' errors can be corrected
early in the inventorying process. After the bookkeeper has
adj usted the stock record cards or other authorized automated
inventory control records to the physical inventory, the person
assi gned should enter the quantity bal ances fromthe stock
records or automated inventory control records onto the work
papers. Conpare the work papers balance to the "stock or
automated i nventory record" bal ance. Determ ne the reasons for
and explain any differences in the work papers.

e. Should the person assigned conclude that the physi cal
inventory is unacceptable, the person should either

(1) arrange with managenent for another inventory to be
conduct ed; or

(2) qualify the evaluation prescribed in the
i ntroduction, paragraph 12. Any reinventory should be preceded
by training and planning to correct the physical inventory
process.

8.22. Valuation of Inventories. The person assigned shoul d
obtain a copy of the conpleted inventory sheets from managenent.
Check a sanple of invoices/stock record cards or automated
inventory control records for |atest prices.

8.23. (Oher Inventory Considerations. During the course of
conpl eting the above steps, the people assigned shoul d nmake
determ nations in the foll ow ng areas:

a. Safeguarding Inventories. Check the physical |ocations
where inventories are kept to determ ne whether they are
adequate to protect agai nst breakage, spoilage, damage fromthe
el ements, and unaut hori zed wi t hdrawal s.

b. Quality or Condition of Inventory Itens. Check
individual itens to determ ne whether they are of satisfactory
quality or condition to be used. Unusable itens should be
surveyed for wite-off evaluation and di sposition.
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c. Overstocked or Slow Miuving Itens. Review stock records
or automated inventory control records to identify slow noving
itenms (sales are infrequent) and overstocked itens (quantities
on hand greatly exceed sal es requirenents between inventory
repl eni shnment dates).

d. Inventory Overages and Shortages. After the inventory
has been posted to the stock records or automated contr ol
records, the person assigned should list all overages and
shortages by itemon a worksheet. Overages and shortages shoul d
be investigated to determ ne the cause DOD 7000. 14-R, vol une 13,
appendi x C, paragraph C051205F.5. Any deficiencies should be
entered in the working papers.

8.3. Internal Control Questionnaire

8.31. Inventory Managenent Yes No

a. Are persons designated to be
responsi ble for the control of various
i nventories? DOD 7000.14-R, vol. 13,

app. C, para. 050905) [] []

b. Are stock record cards or authorized
aut omated i nventory control records
mai ntai ned for central storeroom and
war ehouse itens? (DOD 7000. 14- R,
vol. 13, app. C, para. Q051202 and

Q0604) [] []

c. Are the stock record cards or
aut hori zed automated i nventory
control records controlled by
sonmeone ot her than the individual
responsi ble for the storeroon? (DOD
7000. 14-R, vol. 13, chap. 9, para.

090202) [] []

d. Are stock record cards or authorized
inventory control records checked
agai nst the physical count and are
significant or repetitive
di screpanci es investigated and
reported to the CO? (DOD 7000. 14-R

D6 Encl osure (1)



BUPERSI NST 7510. 1A
7 Mar 2001

Yes

&

vol. 13, app. C para. Q051202 and

0051205) [] []

| s stock binned, |abeled,

saf equarded, and controlled to
mnimze | oss from erroneous

i ssuance, sale, theft, and
destruction fromweat her or fire?
(DOD 7000. 14-R, vol. 13, app. C

para. 0050905 and C051205) [] []

Are the high and | ow inventory

| evel s recorded on stock record
cards or authorized aut omated
inventory control records
reasonabl e taking into

consi deration sal es vol unme and
delivery lead tinme? (DOD

7000. 14-R, vol. 13, app. C, para.

Q051205D) [] []

Are extras, given by vendors to
activities to pronote sal es,
recorded upon recei pt on the stock
record cards, and sold or otherw se
properly utilized for the benefit of
the activity? (DOD 7000.14-R, vol.
13, app. C, para. C051202G and

Q051205) [] []

Is there an indication of

i nventory accunul ation or

i nappropriate benefits being

recei ved by activity manager/

enpl oyees, which m ght occur should
brand favoritism be practiced?

( BUPERSI NST 7043. 1A, para. 108) ] []
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Yes No

i. Are all significant |osses
(breakage, spoilage, etc.)
i nvestigated, surveyed, and
reported to the CO? (DOD
7000. 14-R, vol. 13, app. C, para.

CD51205F. 5) [] []

j. Are fixed assets excluded fromthe
resale inventory? (DOD 7000. 14-R,

vol. 13, app. C, para. C051202) [] []

8.32. Receipt of Merchandi se

a. |Is all nmerchandi se received as a
result of issued purchase orders
and are recei pts evidenced by
receiving reports on which are
recorded the date received and the
signature of the person authorized
to receive nerchandi se? (DCD
7000. 14-R, vol. 13, app. C, para.

C0509) [] []

b. Are all receipts of centra
st oreroom and war ehouse itens
recorded on the stock records or
ot her aut hori zed aut onat ed
inventory control records? (DCD
7000. 14-R, vol. 13, chap. 3, para.
030204C and app. C, para. CO50905A
and C0604C, RAMCAS User Handbook,

duty IV, task 3) [] []

8.33. Resale Inventories

a. |s a resale departnent inventory
summary prepared nonthly for each
departnent having resal e inventory?
(RAMCAS User Handbook, duty 1V,

task 5) [] []
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Yes Mo
b. Are the nonthly summaries
supported by inventory records
( NAVCOWPT Form 2215) or ot her
aut hori zed automated i nventory
control records for each departnent?
(RAMCAS User Handbook, duty 1V,

task 5) [] []

8. 34. | ssues

a. Are all issues fromthe warehouse/
st oreroom evi denced by requisitions
si gned by aut horized persons? (DCD
7000. 14-R, vol .13, app. C, para.
0050905, (C051202D, and C050905;
RAMCAS User Handbook, duty IV,

task 2) [] []

b. Are issuances recorded on the
stock record cards or autonated
inventory control records? (DCD
7000. 14-R, vol. 13, app. C, para.
C050905A and Q0604C); RAMCAS User

Handbook, duty IV, task 3) [] []

8.35. Physical Inventory

a. Does the activity take a physical
inventory of all departnmental resale
inventories at the close of the
accounti ng nont hs of Decenber,

March, June, and Septenber? (RAMCAS
User Handbook, section C, accounts

151 and 152) [] []

b. Are central storeroominventories
conducted at the close of the
accounting nonth of Decenber, March
June, and Sept enber? (RAMCAS User
Handbook, section C, accounts 151

and 152) [] []
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Yes No
c. Do the inventory sheets indicate a
| ow rate of discrepancies between
the count and the stock records or
automated i nventory control records?
(DOD 7000. 14-R, vol. 13, app. C
para. Q051205 and Q06040 [] []

d. Are each of the inventory sheets
signed by those conducting and
observing the inventory? DOD
7000. 14-R, vol. 13, app C para.

0051302) [] []

e. Are the stock record cards or
automated i nventory control records
adjusted to agree with the physical
i nventory? (DCDI NST 7000. 14-R, vol
13, app. C, para. C051205F and

0051302) [] []

f. Does managenent mnake surprise
counts of those itens which have
repeat edly been found to be short,
and has nanagenent taken action to
correct the reasons for the
shortages? (DOD 7000. 14-R, vol. 13,

app. C, para. C051205) [] []

8.4. Retail Accountability

a. Retail accountability is a systemof control over sales
of resale nerchandise frominventory that utilizes inventory
usage figures to conpute sal es i ndependently from noney,
tickets, or cash register tapes. To conpute expected sales to
determne if all sales were recorded, the value of both the
begi nni ng and endi ng inventories, and any nerchandi se delivered
during the accounting period, are figured at their selling
prices to the patron. The forrmula for this conmputation is
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begi nning inventory (At Retail Selling Price)

+ any Merchandi se Received (At Retail Selling Price)
- ending Inventory (At Retail Selling Price)

= sal es.

For exanple: |If the total of the price tags on nerchandise in a
departnment is $1,500, and goods are received that will sell at
retail for $3,000, an inventory taken at any tinme will show (to
t he penny) what the sales should have been. In this exanple, if
the ending inventory was $2,800, the sal es anount should have
been $1,700. ($1,500 + $3,000 - $2,800 = $1, 700.)

b. This system works best when a predeterm ned selling
price can be established for each unit sold

c. Any bar retail accountability fornms reflecting a
shortage as well as those reflecting an overage in excess of
5 percent should show evi dence of investigation by managenent,
and any necessary follow up action or accounting adjustnents.

8.41. Procedures. (Priority (1) The follow ng procedures are
used to review controls over bar and food retail accountability
systens:

Bar Retail Accountability. The person assigned to test bar
retail accountability should obtain conpleted bar retai
accountability sheets and correspondi ng regi ster tapes for al
bars to be tested, and performthe follow ng steps during the
| atest 3 nonth period.

a. The forns used to control inventory and conputer sales
shoul d be reviewed for accuracy of conputations, conpleteness,
evi dence of nmanagenent review, and evidence of investigation of
any reflecting an overage in excess of 5 percent, or any
short age.

b. The bar sales figure conputed based on inventory usage
shoul d be traced to the DAR and correspondi ng regi ster tape or,
if aregister is not used the locally maintained records of bar
sal es.

c. Any bar retail accountability forms, reflecting a
shortage as well as those reflecting an overage in excess of
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5 percent, should show evidence of investigation by managenent,
and any necessary follow up action or accounting adjustnents.

Food Retail Accountability

a. There are several different ways to control food
inventory. In a snack bar the nost efficient way is to use a
weekly cost to sales percentage. A weekly inventory is
conducted to conpute inventory depletion at cost. This figure
shoul d be divided into sales to conpute the weekly cost as a
percentage of sales figures. This figure should be nonitored
and investigated when devi ations occur in excess of 3 percent,
in either direction, a shortage or an overage. The person
assi gned shoul d revi ew t hese docunents and ensure the
conputations are correct and there is evidence of managenent
review. All deviations in excess of 3 percent should show
evi dence of investigation and resol ution.

b. For other dining roonm kitchen operations one of two
net hods i s suggested

(1) Sensitive Itemlnventory — An inventory of high cost
food itens should be conpleted, at m ninum weekly. The
i nventory usage figure should be conpared to the record of itens
sold figure per the cash register and scatter sheet to ensure
all high cost inventory used per kitchen records was properly
recorded as a sale.

(2) Daily Inventory - Arecord of itens prepared and
served per kitchen records, extended at retail by the chef and
turned in to managenent. The cashier's record of sales, also
turned in to managenent, should be conpared to the expected
sal es per the kitchen records to ensure no di screpanci es exi st.
This should be conbined with a weekly inventory to verify the
chef's inventory figures.

(3) The person assigned should review these docunents
for the latest 3-nonth test period to ensure the conputations
are correct, and separation of function is in place. The
cashier and chef should not have access to each other's
conput ati ons or anounts.
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c. Any food retail accountability forns reflecting
excessi ve overages or shortages shoul d show evi dence of
managenent investigation and resol ution.

8.42. Internal Control Questionnaire
8.421. Bar Retail Accountability Yes No

a. Are bar retail accountability

i nventories conducted as often as

necessary, and at a m ni mum

nont hl y? (BUPERSI NST 1710. 13A,

para. 307 and app. A) [] []
b. |Is separation of functions

mai nt ai ned, i.e. does soneone ot her

t han the bartender/cashier (persons

wi t hout access to inventory or cash)

take the physical inventory? In a

smal | activity with imted

personnel it may be necessary for

t he bartenders to conduct the

inventory. In these instances,

managenent must ensure the

bartenders do not have access to

sales figures and nonitor to detect

any di screpanci es between the ending

inventory fromone shift and the

begi nning inventory for the next

shift. (DOD 7000.14-R, vol. 13,

chap. 9, para. 090202) [] []
c. Are inventory sheets signed by

t he person taking the inventory?

(DOD 7000. 14-R, vol. 13, app. C

para. C051205) [] []
d. Are discrepanci es between

i nventory and sal es investigated?

( BUPERSI NST 7010. 13, app. A [] []
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Yes No

Are all shortages investigated?
(DCD 7000. 14-R, vol 13, app. C

para. 0051205; BUPERSI NST 1710. 13A) [] []

Are the bar retail accountability
fornms properly conpl et ed?

( BUPERSI NST 1710. 13A) [] []

Are bar retail accountability

fornms containing the nanes of the

items carried, size of the bottle

or container, cost per ounce

(mlliliter) and retail selling

price per ounce (mlliliter),

utilized? (BUPERSINST 1710. 13A) [] []

I s the nane of the bartender,

who operated the bar station during
this period, entered in the
appropriate space? (BUPERSI NST

1710. 13A) [] []

Is the bartender held responsible
for m ni num expected i ncone?
( BUPERSI NST 1710. 13A) [] []

|'s sonme type of accurate
measuring device used to di spense

al cohol 2 (BUPERSI NST 1710. 13A) [] []

Have drinks been costed to ensure
the selling price will generate the
overal|l profit margin goal as

establ i shed? (BUPERSI NST 1710. 13A) [] []

Is cost per ounce (mlliliter)

determ ned by dividing price per

bottl e by the nunmber of ounces

(mlliliters) in the bottle?

( BUPERSI NST 1710. 13A) [] []
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Yes  No
m Have the drink sizes and recipes
been standardi zed and copi es given
to all bartenders? (BUPERSI NST

1710. 13A) [] []

8.422. Food Retail Accountability

a. Are food retail accountability
i nventories conducted, at m ni num

weekl y? (BUPERSI ST 1710. 13A) [] []

b. |Is separation of functions
mai ntai ned i.e., does soneone ot her
than the cashier or cook (persons
wi t hout access to inventory or cash)
performthe physical inventory? 1In
a small activity with limted
personnel it may be necessary for
t he kitchen personnel to conduct the
inventory. |In these instances,
managenent nust ensure the inventory
takers do not have access to sales
figures and nonitor to detect any
di screpanci es between the ending
inventory fromone shift and the
begi nning inventory for the next
shift. DOD 7000.14-R, vol. 13,

chap. 9, para. 090202). [] []

c. Are inventory sheets signed by
t he person conducting the inventory?
(DOD 7000. 14-R, vol. 13, app. C

para. (Q051205) [] []

d. For snack bars are variations
over/under 3 percent in the cost as
a percentage of sales investigated?

( BUPERSI NST 1710. 13A) [] []
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For other dining facilities, are
excess overages or shortages
i nvestigated? (DOD 7000.14-R, vol.
13, app. C, para. C051205;
BUPERSI NST 1710. 13A) [] []
Are the food retail accountability
fornms properly conpl et ed?
( BUPERSI NST 1710. 13A) [] []

For facilities other than snack
bars are Food Retail Accountability
fornms containing the nanmes and size
of the itens carried, per serving
cost and retail selling price per
serving utilized? (BUPERSINST

1710. 13A) [] []

I's the name of the cook who
operated the kitchen during this
period, entered in the appropriate
space? (DOD 7000.14-R vol. 13,

app. C, para. (051205) [] []

| s sone type of accurate portion
control in effect? (BUPERSINST

1710. 13A) [] []

Have nmenus been costed to ensure
the selling price will generate the
overall profit margin goal as

establ i shed? (BUPERSI NST 1710. 13A) [] []

Have the portion sizes and
reci pes been standardi zed and copi es
given to all cooks? (BUPERSINST

1710. 13A) [] []
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Section 9. FIXED ASSETS

9.1. (Objectives. For an itemto be classified as a fixed
asset, it nust have an acquisition value of $1,000 or nore and a
life expectancy of 2 to 40 years as prescribed in the RAMCAS
User Handbook, pages B-43 and C-43 through C 51.

a. The physical inventory verification should be perforned
for the inventory being conducted. Names and positions of the
personnel participating in the inventories should be docunented
as part of the official inventory records to validate each
inventory conducted. Property at specific locations or in the
custody of a particular activity may be reviewed separately from
property at other |ocations or in the custody of other
activities.

The three inportant factors are

(1) all property should be physically inventoried by the
activity during each fiscal year.

(2) peopl e assigned should be independent of the
i nventory custody and shoul d observe and test count the
i nventory.

(3) physical inventory plan nust assure conplete control
to preclude the possibility of property being substituted.

b. Fixed assets are reviewed to ascertain

(1) effectiveness of internal controls over
fixed assets.

(2) accuracy of the physical counts of the
fixed assets.

(3) adequacy and accuracy of property
records.

(4) propriety of depreciation charges.

(5) correctness of the amobunts reported on
t he bal ance sheet.
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(6) tinmeliness of adjustnents to correct the
account bal ances.

9.2. Procedures. (Priority (1))

9.21. (Qoservation of Inventory. Prior to conmencing the

i nventory, the person assigned should obtain a conplete listing
of all NAF property itens by name, |ocation, and property
nunber. Using this listing, select itens to be test counted and
enter the information on a worksheet. |Inmediately after the
inventory board or activity personnel have conpleted their count
of the selected itens, enter their count on the worksheet. The
person assigned should then count the selected itens and record
the count on the worksheet. Determ ne that APF assets are not
counted as NAF assets. Should there be a difference, recount to
determ ne which count is correct and enter the correct count.
The count made by activity personnel/inventory board is not
corrected in the workpapers since the purpose of this part of
the reviewis to test the accuracy of the work done by them

a. FErrors should be described on the worksheet and
di scussed wi th managenent, not with inventory personnel. Should
t he person assigned conclude that the physical inventory is
unaccept abl e, the person assigned should arrange w th managenent
for another physical inventory to be conducted. Any reinventory
shoul d be preceded by training and planning to correct the
physi cal inventory process.

b. During observation of the inventory, the peopl e assigned
shoul d al so

(1) determ ne whether inventory nunbers of a pernmanent
nat ure have been assigned and affixed to all non-expendabl e
property, and

(2) verify that property inventoried does not include
unservi ceabl e or excess itens (these itens should be disposed of
per current directives).

9.22. Property Over and Short. After the inventory has been
posted to the property and depreciation records the person
assigned should [ist material overages and shortages by item on
a worksheet. These should be investigated to determ ne the
cause using the nethods outlined in DOD 7000. 14-R, volune 13,
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appendi x C, paragraph C051205F.5. Any deficiencies should be
entered in the work papers.

9.23. Verification of Depreciation and Book Val ue

a. Verify whether adequate property and depreciation
records have been established for all nonexpendabl e NAF property
and determ ne the accuracy and conpl eteness of the information
cont ai ned thereon, including use of RAMCAS prescri bed useful
| i nes.

b. Verify whether all NAF acquisitions, dispositions, and
property adjustments made during the review period have been
properly approved.

c. The persons assigned should run an addi ng nmachi ne tape
on all property record files. This tape should be subdivided by
category, acquisition year, and location (if necessary) to
determ ne the accuracy of the data recorded on the depreciation
schedul es. At the begi nning of each fiscal year, the people
assigned should reconcile the total value and the accumul at ed
depreciation for all fixed asset accounts to the bal ances on the
detail general ledger. Any differences should be investigated
and docunented to support the reconmendati ons.

9.24. Rental/lssue Property. This property may be a fixed
asset or expendable (changed to prepaid supplies or supplies).
The person assigned shoul d review procedures and controls over
property that is rented or issued to patrons/enpl oyees to
ascertai n whet her

a. property rented or issued to patrons/enpl oyees is
evi denced by signed recei pt docunents.

b. tinme period for which property is rented or issued to a
patron does not result in depriving another of its use.

c. controls are in effect to encourage the return of
rental /i ssue itens.

d. procedures exist to check property for danage when

returned and that users are required to reinburse the activity
for damages.
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e. rental charges are collected and properly recorded.

f. deposits are recorded in the records and are refunded to
t he patrons.

g. rental/issue property is inventoried at |east once a
year.

9.3. Internal Control Questionnaire. Many of the Yes No
guestions in section 5.31 are applicable to the purchase of
nonexpendabl e property. It need not be repeated for the review
of non-expendabl e property provided the sanme organi zati on
procures both resal e nerchandi se and nonexpendabl e/ expendabl e
property. Oherwi se the activity should use the procedure in
paragraph 5.2 and conplete the internal control questions in
section 5.31. In addition to the above, conplete the follow ng:

a. |s a Property and Depreciation Yes No
Record ( NAVCOWPT 742) nai ntai ned
for each itemor nunber of I|ike
itens; or is there a Base Level
Aut omati on System (BLAS) subsidiary
listing all of the fixed assets?
(DOD 7000. 14-R, vol. 13, app. C

para. C051202 and C0604B) ] []

b. Does the NAVCOWPT 742 or the
BLAS subsi di ary show yearly
depreciati on and accunul at ed
depreciation to the end of the
current fiscal year? (DCOD
7000. 14-R, vol. 13, app. C para.
C051202A and C0604; RAMCAS User
Handbook, duty IV, task 7, page

B- 55 t hrough B-58) [] []

c. |If used, are NAVCOWT Forns 742
kept separate frominventory stock
record cards or automated inventory
control records? (DOD 7000.14-R,

vol. 13, app. C, para. Q0604) [] []

d. Are the records of assets purchased
W th APF kept separate fromrecords
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of assets purchased with NAF? (DOD Yes No
7000. 14-R, vol. 13, app. C, para.
C051202 and NAVCOWT Manual , vol une

3, chapter 6) [] []

Are all NAF fixed assets tagged to
i ndi cate activity ownership? (DD
7000. 14-R, vol. 13, app. C para.

Q051202A) [] []

Are the activity's NAF fixed assets
safeguarded to protect themfrom
unaut hori zed use and destructi on?

(DOD 7000. 14-R, vol. 13, chap. 9) [] []

Do activity personnel performa
yearly physical inventory of fixed
assets, including those used by
concessi onaires? (DOD 7000. 14-R,

vol . 13, app. C, para. 0051205C) [] []

Does inspection of the inventory
sheets or records prepared by
activity personnel indicate that the
i nventory was adequately planned,
supervi sed, properly docunented and
reasonably accurate? (DCD

7000. 14-R, vol. 13, app. C para.

0051205E) [] []

Are all purchases of fixed assets
approved by an appoi nted contracting
or procurenent officer? (DOD

7000. 14-R, vol. 13, app. C para.

CQ050801B) [] []

Has excess or under-utilized
property been identified by
managenent ? Has managenent
justified its retention, or disposed
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of such property as prescribed by
regul ations? (DOD 7000.14-R, vol
13, app. C, para. Q051202 and
C051204)

I s accountability for gear issued
to patrons and sensitive itens

i ssued to enpl oyees evidenced by a
property receipt? (DOD 7000. 14-R,
vol . 13, app. C, para. C051202 and
C0604)

Are the controls applicable to
rental charges adequate to assure
col | ection and deposit? (DOD
7000. 14-R, vol. 13, app. C para.
C0507)
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Yes  No
[] []
[] []
[] []
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Section 10. STANDARDS OF CONDUCT AND GOVERNMENT ETHI CS

10.1. Objectives. The review for conpliance with the Standards
of Conduct and Governnent Ethics is inportant to ensure that al
personnel at the local activities abide by Navy's prescribed
standards. Therefore, it is essential that all persons assigned
understand the | atest guidance and regul ations as outlined in
DOD 5500. 7- R and BUPERSI NST 5300. 10.

a. Responsibility and accountability for ensuring
conpliance with prescribed required standards of ethical conduct
governing all personnel assigned to their respective comands
are placed upon COs and their subordinate supervisors. They are
responsi bl e for ensuring their personnel conply with financi al
di scl osure reporting requirenents and procedures; conflict of
interest statutes applicable to certain present and forner
enpl oyees; and bedrock standards of conduct.

b. Violations of the provisions of DOD 5500.7-R and
BUPERSI NST 5300. 10 are puni shabl e per Uniform Code of Mlitary
Justice (UCMJ) for mlitary personnel and is the basis for
appropriate disciplinary procedures for civilian enpl oyees.
Nonconpl i ance with other provisions of the instructions are
expected to be corrected by tinely adm nistrative action.

c. Conpliance with standards is reviewed to identify any
i nstances of nonconpliance and report them for managenent's
attention and appropriate renedial or adm nistrative action. 1In
sone cases, it may becone necessary to report violations to the
appropriate Naval Crimnal Investigative Service (NCI'S) Agency.

10.2. Procedures. (Priority (2)) The local activity's staff
shoul d review t he established naval regulations for ensuring

St andards of Conduct and Governnment Ethics and their application
at the local activity. Local procedures for ensuring conpliance
shoul d be revi ewed and eval uated by the command eval uati on and
review staff or review board to determne if they are adequate
to carry out the established Naval regulations. Al

deficienci es should be docunented in the working papers. The
pur pose of the procedures is to examne the local activity's
records and rel ated supporting docunents to verify that
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a. Proper conduct is exercised with respect to official
activities.

b. Personnel at the local activity avoid conduct
prejudicial to the governnent.

c. Activity personnel strictly adhere to the standards of
conduct regardi ng the exercise of personal judgnent.

d. Enployees in a position of trust observe the highest
et hical standards in dealings with business and industry
representatives.

e. No special treatnment is accorded to particular
individuals or firms, unless equivalent treatnent is also
accorded to other justifiably entitled individuals or firnmns.

f. Command maintains a |list of key enployees required to
file financial disclosure statenents; that they are on file for
the | atest period; and results of any investigations or
expl anati ons of any apparent conflicting financial interests are
on file. Verify that the statements include business entities
in which they and their spouses, mnor children, and househol d
menbers have an interest.

g. Enployees are prohibited fromhol ding a position of
trust or responsibility in a private association or
organi zation, or undertaking activities on its behalf that could
conflict wwth their official duties.

h. Violations of a statute or standard of conduct i nposed
by Navy regul ations are brought to the attention of the
appropriate conmand authority.

i. COor activity heads pronptly resol ve standards of
conduct viol ations per proper crimnal or admnistrative
pr ocedures.

j. Activity displays the Code of Ethics for Governnent

Service poster at appropriate facilities and offices,
particularly high enployee traffic areas.
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10.3 Internal Control Questionnaire Yes No

a. Does the local activity have the
| atest edition of DOD 5500.7-R on

file? [] []

b. Has the |local command revi ewed
the established regul ations for
ensuring ethics and their
application the local MAR activity
with key staff nenbers during the

past 12 nonths? (DOD 5500. 7- R) [] []

c. Does the local MAR activity
maintain a |ist of designated key
personnel who are specifically
required to file annual statenents
of conpliance with 10.2?

( BUPERSI NST 5300. 10) [] L]

d. Are signed statenents on file for
each desi gnated key MAR enpl oyee
attesting that they know and
under stand t he "bedrock standards of
conduct and government ethics"? (DD

5500. 7- R) [] []

e. Does the |ocal comand have
procedures, such as conmand
i nspections and internal controls
reviews, in effect to ensure proper
conduct is exercised with respect to

official MAR fund activities? [] []

f. Are MAR personnel at the |oca
activity specifically required to
avoi d conduct prejudicial to the
governnent, such as using their Navy
office for private gain?
( BUPERSI NST 5300. 10) [] []
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Yes No

Are any cases recorded at the
activity whereby adverse action has
been taken agai nst activity

personnel for not adhering to the
standards of conduct regarding the
exerci se of personal judgnment? (DCD

5500. 7- R) [] []

Have MAR enpl oyees in a position

of trust been instructed to observe
t he hi ghest ethical standards in
dealing with business and industry
representatives? Are any violations
noted on the MAR activity's records?

(DOD 5500. 7- R) [] L]

Are all required financial
di scl osure statenments on file for
all MAR enpl oyees for the |atest

period? (DOD 5500.7-R) [] L]

Are the results of any

i nvestigations or explanations of
any apparent conflicting financial
interests pertaining to MAR

enpl oyees on file? (DOD 5500.7-R) ] []

Do the statenents of financia

di scl osure include any business
entities in which the MAR enpl oyees/
t heir spouses, mnor children, and
househol d nmenbers have an interest?
If there are such interests, are

t hey expl ai ned and approved?

(DOD 5500. 7- R) [] []

Are MAR enpl oyees prohibited from
engaging in conflict of interest
positions with private associations
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Yes  No
or organi zations? For exanple, an
MAR of ficer or manager may not hold
a position of trust or
responsibility in an insurance
conpany or an enpl oyee wel fare and
benefit association, that sells
insurance to its nenbers, since the
official duties of the officer or
manager may require the exercise of
control over the issuance of
i nsurance within the conmand's MAR
program Are there any records of
such positions on file that require
further investigation or
expl anation? (DOD 5500. 7-R) [] []

m Have any violations of the statute
or standard of conduct by an MAR
enpl oyee been reported to the
attention of the appropriate command
authority, e.g. ethics counselor?
Were they resol ved pronptly? (DOD

5500. 7- R) [] []

n. Does the local MAR activity
di splay the Code of Ethics for
Governnent Service poster at
appropriate high enpl oyee traffic

areas? (DOD 5500.7-R) [] []

10. 4. Anusenent Machines (fornerly Concessions) - Introduction.
Amusenent nachi nes nay be placed in recreational facilities if
aut horized by the CO  Such machi nes are descri bed as nusic,

pi nball, electronic ganes, and other types of coin operated

devi ces. The nachines nmay be owned by the | ocal NAF activity or
placed in the activity pursuant to a contract with NEXCOM or a
private contractor. Ownership of anmusenent machi nes requires
the technical skills and repair parts to nmaintain them wth
little down tinme. Electronic ganme nmachi nes require frequent
gane format changes to keep current with patron interest. Many
| ocal activities find it nore profitable to negotiate contracts
W th concessionaires or NEXCOM rather than own machi nes, which
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requi re frequent mai ntenance and updating. Any concessionaire
arrangenments nust be evidenced by contract: (BUPERSI NST
7043. 1B, chapter 4).

10.41. Procedures

a. Reviewthe contracts for conmand approval and the
fol |l ow ng provisions:

(1) Identification of the type, nunber and | ocation of
machi nes or description of service.

(2) Frequency of machi ne harvest, and right of the
activity to collect the harvest jointly with the concessionaire.

(3) Right of the activity to read cash register tapes and
performother audit steps to determ ne the accuracy of reported
sales, if inconme is based on sales.

(4) Method of conputing the incone earned by the
activity.

(5) Frequency of paynent of concessionaire.

b. Person assigned to the review should conduct a count of
t he nunber of nachines to verify conformance with the contract,
and determne if there are any machi nes other than those
contracted or owned.

c. The person perform ng the review should reviewthe
activity's records of harvests, neter readings, and coll ected
i ncone.

d. Selected harvests should be observed to determ ne the
effectiveness of the activity's participation and verification
(items (2) and (3) above).

e. |f possible, the nunber of plays, harvested anounts, and
i ncome should be conpared with the results of other NAF
activities on the base, and simlar NAF activities at nearby
bases.

f. The NAF activity's managenent of concessionaires other
t han those operating anmusenent machi nes shoul d al so be exam ned
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to ascertain its effectiveness in collecting incone as specified
in the contract.

10. 42.

10. 421.

a.

I nternal Control Questionnaire

Contract Consi derations

Was an anal ysis nmade to detern ne
t he nost econom cal and effective
nmet hod of acquiring anusenent

machi nes?

Wre relative costs and anti ci pated
rates of return conputed for each

alternative?

If a revenue sharing ratio wth a
contractor was used, does it result

in a reasonable rate of return?

Was a single contract negotiated for
all of the base's NAFIs to allow a

gr eat er bargai ni ng advant age?

Are witten contracts available to
support all contractor owned

machi nes?

Are provisions included in the
contract to ensure sufficient
machi ne turnover to nmaintain

current/ popul ar machi nes?

Are required accuracy tol erances
specified in the contract for neters

used to count cash receipts?

Are incom ng inspections conducted
to determine if all machines are
equi pped wth nonresettable coin-in
(play) meters?

Yes No
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Yes No

i. Are all contracts current and
proper |y authorized? [] []

j. Are procurenent, receiving and
paynent aut horization functions
Separate to ensure all anusenent
machi ne contracts are processed

properly? [] []

k. Are only those nmachines specifically
designated in the properly
aut hori zed contracts in use at the
NAFlI s to prevent use of unauthorized

anusenent machi nes? [] []

10. 422. Revenue Eval uati on

a. Do revenue and incone trends
i ndi cate that anusenment and vendi ng
machi nes are providing a reasonabl e

return on investment? [] []

b. Are anusenent nachines |ocated in
conveni ent areas w th adequate
safeguards to attract a | arge nunber

of players? [] []

c. Are revenues from nmachi nes eval uated
to identify those which do not
gener at e enough incone to justify

their continuation? [] []

d. Are |low volune nmachines rotated to
other areas to determne if they can

generate hi gher revenues? [] []
e. Are all revenues collected credited

to account nunber XX-501-13
(Anmusenent Machi nes- Fund Omed) or
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Yes No

XX-592- XX (Amusenent Machi nes-
Comm ssions) and reported on the

DAR? [] []

f. Are only those expenses directly
rel ated to amusenent nachi nes
charged to the amusenent mnachi nes

account s? [] []

10.423. Cash Controls

a. |s a schedul e nmaintai ned show ng on
what dates machi nes are to be

har vest ed? [] []

b. Are nmachi nes schedul ed to be
harvested at a m ni nrum of once each
week and on the | ast work day of

each nont h? [] ]

c. Are collections nonitored agai nst
t he harvest schedule to assure that
collections are nade on a tinely

basi s? [] []

d. After the nachines are harvested,
are collection reports conpared to
the contract to ensure that al
nmachi nes are accounted for and is
evi dence of each conpari son

docurent ed? [] []

e. Are records of machi nes harvested
conpared to the contract to identify
any nmachi nes not covered by the

contract ? [] []

f. Do cash count reconciliation records
nmai nt ai ned for each machi ne i ncl ude:
nmet er readi ngs, cash receipts
anounts, overages or shortages vice
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Yes No

net er readi ngs, dates recorded, and
the name and job position of the

person taking the readi ng? [] []

For contractor owned machi nes, are
cash coll ections made by a m ni num
of the activity where the nachines
are three authorized persons,

i ncluding one fromlocated and one
of whomis the contractor or other
person i ndependent fromthe
preparation of accountability

reports?

Are mechani cs precluded from bei ng
used as cash verifiers?

Are meter readi ngs recorded and
initialed by one person, and
verified/signed by another person? [] []

Are cash receipts reconciled with
meter count totals each tinme machine

cash boxes are enptied? [] []

Are significant fluctuations (for
exanpl e over $5) between anounts
coll ected fromi ndividual nachines

i nvestigated and reasons docunent ed?
(Fluctuations under $5 should be

not ed. ) [] []

Are cash receipts conpared with
amount s due and summari zed on a
regul ar basis (daily, weekly,

nont hly, dependi ng on vol une) using
a matrix or other trend table to
review the receipts history for each

machi ne? [] []

E-11 Encl osure (1)



BUPERSI NST 7510. 1A

7 Mar 2001
Yes No
m Are cash recei pts overages and
shortages reported by |ocation for
managenent review and approval ? [] []

n. Are "slow play" machines that are
not used nuch identified to obtain

repl acenent s? [] []

0. Are nmachines identified as having
recurring problens with defective
meters taken out of service, and
arrangenments nade for repair or

repl acenent ? [] []

p. Are machines reported to have
defective neters transferred to
ot her supervisory areas to determ ne
if the sane problens are reported to
verify that the neters are in fact

def ective? [] []

g. Do duty cashiers issue anusenent
machi ne mal function refunds froma
change fund established for that
pur pose on | ocally accountabl e,

prenunbered forns? [] []

r. Are copies of refund sheets
forwarded to the accounting office
in support of the coin harvested

sunmary report? [] []

10.424. Physical Security

a. Do all anmusenent machi nes, including
coi n changers, have a m ni mum of two
uni que | ocks, where the cash box
keys are different from keys used

for the access panel ? [] []

b. Are cash box keys for fund-owned
machi nes, as well as nechanics' keys
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Yes No
that all ow access to the cash box,
stored in a secured office
(designated by the | oca
installation manager) other than the
sane office where the machi nes are

| ocat ed? [] []

c. Are cash box keys and the mechanics
keys for contractor owned machi nes
retained by the local activity
manager, and are the access panel
control keys naintained by the

contract or? [] ]

d. Are gane roons secured at the close
of each busi ness each day to prevent

unaut hori zed access to the machi nes? [] []

e. Do machines which are not |ocated
wi t hin gane roons have additiona
| ocks/ bars over the access panel to

provide extra security? [] []

f. For contractor owned machi nes, do
both the contractor and the cash
verifiers insure that all cash boxes
and access control panels are
secured and attested to by signing a
control log before |eaving the gane

roonf? [] []

g. For fund-owned nachi nes, do both
the | ocal activity manager and the
cash verifiers insure that all cash
boxes and access control panels are
secured before | eaving the gane

roonf [] []

10.425. Inventory Control

a. Are records naintai ned for each
machi ne received and accept ed? [] []
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Yes  No
Do records for machi nes contain
conplete informati on for each
machi ne i ncluding: date received,
item description, serial nunber of
t he machi ne, NAF inventory contro
nunber, and | ocation? [ ] []

When nmachi nes are installed, renoved
or relocated, is the manager, or
inventory control clerk, notified in
witing on a tinely basis with the
effective date and machi ne seria

number ? [] []

Are inventory records updated
whenever notices are received that
machi nes are installed, renoved or

rel ocat ed? [] []

Are inventory records updated for
downti me due to nmchi ne
mal f uncti ons, mai nt enance

servicing, etc.? [] []

For fund-owned anusenent nachi nes,
are nmachines inventoried and
property nunbers conpared to
inventory records to determne

whet her only authorized nmachi nes are

in use? [] []

Are exceptions discovered during
physi cal inventories, of nmachines in
service vice inventory contro
records, reported to NAFI

nmanagenent ? [] []

Are exceptions investigated and
adj ustnents made to inventory stock
records and accounting records, if

necessary? [] []
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10.426. Coi n Changers
Yes  No
a. Are coin changers equipped with two
uni que | ocks and keyed separatel y? []

b. Are keys to coin changers kept in
the custody of two different people? []

1 O

c. Are restrictions in place to
ensure that coin changers are not
enptied, refilled, and neter
readi ngs recorded by no |l ess than

two peopl e? [] []

d. Are prenunbered vouchers used
during coin changer refills, which
include: the date and anount of
refill, nmeter reading, and
signatures of the reader and

verifier? [] []

e. Are change fund anmounts sufficient
and avail abl e for coin changer
refills when needed, thereby
m ni m zi ng di sruption of machine

oper ati on? [] []

f. Are records maintai ned of anmobunts
and frequency of coin changer
refills to eval uate the adequacy of
avai | abl e change fund anmounts on a

conti nui ng basi s? [] []

g. Are shortages fromcoin changers
i nvesti gated, reasons docunented,
reported for managenent review and
approval , and repl eni shed on a
weekly or nonthly basis, as

requi r ed? [] []
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10.427. Count Room Security

Yes No
a. Are all nonies counted in a secure

area? [] []

b. |Is security adequate for noney that
is transported fromgane roons to a

centralized count area? [] []

c. Are security personnel used to
escort daily noney pick-ups (in
excess of $1,000) from one buil ding

to anot her? [] []

d. Are records of counting nachine
down time mai ntai ned and reported

for NAFI managenment attention? [] []

e. Wuere count roons are used, is
adequat e security in use to protect

command funds? [ ] []
f. In high volune areas, are closed

circuit, video caneras in use within

the count roon® [] []

10.428. Verifications

a. Are nonthly verifications conducted
to conpare reconciliations of cash
counts agai nst transaction receipts
due according to neter readings, and
are they substantiated by neter

readi ng records? [] []

b. Are surprise cash counts conducted
by the | ocal board or |ocal command
evaluation or audit staff at |east
once annually to: observe cash
collections; verify whether neter
readi ngs are recorded properly;

etc.? [] []
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COMVON MAR FI NDI NGS5

1. The following are areas in which deficiencies in internal
controls were reported by NAVPERSCOM ( PERS- 65) and the CPA firm
under contract to NAVPERSCOM ( PERS-65). These deficiencies are
common to many of the NAFIs and are provided to assist MAR
activities in focusing on areas where continuing attention is
required.

a. Local conmand eval uation fiscal reviews and audits were
just not done, or were substantially inconplete. The sane
applies for managenent control reviews and vulnerability
assessnments, which are required by OPNAVI NST 5200. 25C. Local
command and MAR nanagers responses to recomendati ons were not
tinmely; many NAFIs exhibited slow progress to begin corrective
action and initiate needed inprovenents.

b. H gh value fixed asset inventories were not done
properly or were inconplete, e.g. mllion dollar account
bal ances were not verified to determ ne the current val ue of
assets actually in custody of the activity. The same custodian
counted own stock - no one checked the figures to validate the
i nventory; independent verification by another individual was
not performed (i.e., two people should conduct the inventory);
serious shortages were discovered, resulting in substanti al
inventory wite-offs and accounting corrections. Sl ow noving
and obsolete itens were carried in the inventory taking up space
(should be sold off, e.g. at reduced prices, or transferred to
other NAFIs or to the | ocal Defense Reutilization Marketing
Ofice (DRMD. Accounting adjustnments were not done for several
nonths, resulting in reported inventory val ues being
over/understated resulting in inaccurate financial reports.

c. Purchase orders were prepared after ordering itens
(shoul d be "before"); costly supplier invoice increases above
aut hori zed purchase order prices were not approved. No contract
revi ew board approval obtained for major purchases. Required
conpetitive bidding procedures were not used to secure | owest
prices i.e., favored custonmers given business w thout allow ng
others to conpete, often w thout approved sol e source
justification.

d. I nproper separation of purchasing and receiving duties
was practiced, i. e, sanme person orders and receives itens,
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provi di ng opportunity to m sappropriate noney, equipnent,

mer chandi se, etc. Al so, unauthorized individuals commtted
activities to unwanted purchases, and accepted excess shi pnents.
This classic control problem provided an easy way to defraud the
MAR fund, e.g., the sane person who orders itens, receives and
renmoves them and no one is the wiser. Appointnent letters were
not on file to designate the authorized purchasing and receiving
enpl oyees.

e. Cash register overrings were not approved and cashiers
served as the designated readers of their own cash register
tapes, i.e. sane person collects the cash and corrects the
errors wiwth no one checking. Incorrect and unapproved DARs were
evident. Cash receipts fromsales of MAR services were not
deposited into the bank on a tinely basis. (Bad control, easy
opportunity for fraudulent activity).

f. Private party inconme fromclub functions was not
recorded as cash receipts or not deposited at all. Agreenents
were not signed by party sponsor (e.g., authorized club patron)
and club manager to aid collection efforts. No evidence of
checking to nake sure all receipts due from schedul ed functions
were collected or turned in; provided opportunity for possible
theft of patron's paynents for club services.

g. Sales pronotion nerchandise (particularly sporting goods
and beverages) given as bonuses to the MAR departnent to pronote
the suppliers' products were not recorded in the MAR fund's
stock records, i.e., no evidence to show receipt. |If not
recorded or controlled, highly marketabl e resal e nmerchandi se
could go "wal ki ng out the door."

h. Accounts receivabl e due the MAR fund not tracked unti l
too late to collect. Should be nonitored nonthly and any over
6- mont hs past due should be collected or witten-off the
accounting records with the CO s prior approval.

i. Pronpt paynent discounts were not taken when offered on
i nvoi ces by suppliers, resulting in | ost noney.

j. Inconplete or no subsidiary records were nmaintained to
support reported control account bal ances, e.g., no backup
records to support |arge dollar amounts reported on MAR fund
financial statenents, such as nmissing supplier invoices to
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support paynents, no sales records to support receivables from
patrons, etc. Unsupported anmounts could be faked to nake the
fund's financial results appear to | ook good, i.e., deceive
chain of command reading reports. Monthly reconciliation's to

i dentify unsupported or overstated account bal ances were not
done, not approved or not reported as still open. Accounting
adj ustnents were not done pronptly causing inaccurate reporting,
and loss of financial integrity and nanagenent's credibility.

k. Resal e nerchandi se inventory control account bal ances
wer e understated and not checked or priced properly. No records
were avail able to show soneone checked i nventories other than
t he storekeeper, or test counted by an inpartial observer, to
val idate the inventory. Records of inventory participants were
not mai ntained to show i nventories were conpl eted according to
regul ati ons.

| . Payroll adm nistration problens were evident, e.g.,
payi ng enpl oyees based on schedul ed tine instead of actual hours
wor ked; no advance approval of overtine; supervisor's approval
m ssing on tine sheets, etc. Annual payroll distribution audits
to detect for possible unauthorized enpl oyees on payroll were
not done, e.g., manager could continue to receive and cash
paychecks for a term nated enpl oyee and pocket the noney.

2. In addition, the followi ng areas of concern deserve speci al
attention for inclusion in local fiscal oversight and revi ews:

a. |Inproper use of APF for MAR prograns was noted. For
i nstance, any violations of the prohibited use of APF for
recreation facilities or clubs should be reported, particularly
for any unauthorized major construction/renovation projects
needi ng Congressi onal approval .

b. Unauthorized APF was used for MAR program busi ness
activities (MAR Category C) revenue-generators contrary to
gui dance put out in NAVCOWT's Hel pful H nts for APF for MAR
servi ces.

c. Overspending for MAR prograns that don't make good
busi ness sense, or the costs exceeded the benefits was found,
e.g., staffing work shifts that had little or no sales activity
at food or bar operations, punping noney into a golf course or
hobby shop that were not used, etc.
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d. Self-sufficiency (break-even) status of Category C MAR
activities and conponent departnments was not being nonitored and
no Plan of Action and M| estones (POA&M was avail able in an
effort to achieve full self-sufficiency. Any MAR funds
approaching deficit cash positions need attention and realistic
action plans. They drain funds fromthe limted NAF financi al
resources available to help other MAR activities.

e. Underachi evenent of the Navy's cost of goods sold
targets for club food (40 percent) and bar (25 percent)
operations was found at many activities. No POA&\Vs were evi dent
to show action pans to help achieve the Navy's standards. The
goals are attainable for nbst activities, if not, excessive
costs may indicate serious staffing or purchasing problens and
ot her inefficiencies needing correction.

f. USA program fundi ng was not used fully for appropriated
fund offsets for eligible MAR fund nonappropriated fund
expenses. Required Menorandum of Agreenent (MOA) between the
CO MAR director and base conptroller was not executed properly
at the beginning of the fiscal year. USA program funds were not
pursued or used to fund ineligible expenses. Inadequate |ocal
tracki ng procedures to ensure APF offsets for eligible NAF
expenses were obtained on a tinely basis.
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STANDARDS OF CONDUCT
AND GOVERNMENT ETHI CS
SAMPLE OF STATEMENT OF COVPLI ANCE

VEMORANDUM FOR

Subj : BEDROCK STANDARDS OF CONDUCT FOR DEPARTMENT OF THE NAVY
PERSONNEL

Ref: (a) DOD 5500.7-R of Aug 93, Joint Ethics Regul ations

1. To maintain public confidence in the integrity of the
Department of the Navy (DON), which is essential to the
performance of its mssion, | have reviewed reference (a) and am
aware of the follow ng standards of conduct:

a. | wll avoid any action, whether or not specifically
prohi bited, which mght result in or reasonably be expected to
create the appearance of

(1) using public office for private gain;

(2) giving preferential treatnent to any person or
entity;

(3) inpeding governnent efficiency or econony;
(4) losing conplete independence or inpartiality;

(5) making a governnent decision outside official
channel s; or

(6) adversely affecting the confidence of the public in
the integrity of the governnent.

b. | amaware of the requirenent to not engage in any
activity or acquire or retain any financial interest, which
would result in a conflict between ny private interest and the
public interest of the United States related to nmy duties.

c. | will not engage in any activity that mght result in

or reasonably be expected to create the appearance of a conflict
of interest.
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d. | amaware of the follow ng prohibitions against:
(1) Accepting gratuities from defense contractors.

(2) Using ny official position to influence any person
to provide any private benefit.

(3) Using inside information to further a private gain.

(4) Using ny rank, title, or position for commerci al
pur poses.

(5) Using outside enploynment or participation in any
activity that is inconpatible with ny duties or may bring
discredit to the Navy.

(6) Taking or using governnment property or services for
other than officially approved purposes.

(7) Gving gifts to ny superiors or accepting themfrom
ny subordi nates.

(8) Conducting official business with persons whose
participation in the transaction would be in violation of |aw

(9) Seeking ways to pronote efficiency and econony in
government operation and public confidence in its integrity.

| attest by my signature that | will bring any questionable
future decisions or actions that may place ne in violation of
the provisions of reference (a) to the attention of the proper
| egal authority or ethics counselor for prior review and proper
di sposition.

(Si gned)
(Position Title)
Copy to:
(Appropri ate Supervisor)
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